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TO AMEND REORGANIZATION PLAN NO. 2 OF 1953 
(Rural Electrification Administration) 


THURSDAY, JUNE 5, 1958 


Untrep States SENATE, 
SUBCOMMITTEE ON REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met, pursuant to call, at 10 a. m. in room 357, 
Senate Office Building, Senator Hubert H. Humphrey (chairman of 
the subcommittee), presiding. 

Present: Senators Humphrey, Symington, Lausche, Smith of 
Maine, Martin of Iowa, and Capehart. 

Staff members present: Walter L. Reynolds, chief clerk; Miles 
Scull, Jr., professional staff member; W. E. O’Brien, professional staff 
member; Kathryn M. Keeney, clerical assistant. 

Senator Humpnrey. The subcommittee will come to order. 

I have a brief statement I should like to read to set the frame of 
reference for these hearings. 

This is the Subcommittee on Reorganization of the Senate Com- 
mittee on Government Operations. 

Under the Legislative Reorganization Act of 1946 the Committee 
on Government Operations is vested with authority over legislation 
relating to reorganizations in the executive branch of the Government. 

The committee, furthermore, is charged with the responsibility of 
continuously evaluating the effects of reorganizations authorized by 
the Congress in the executive branch. 

In carrying out this important. function, the Committee on Govern- 
ment Operations has established a permanent Subcommittee on Re- 
organization, to which it has delegated the aforementioned responsi- 
bilities relating to reorganizations within the executive branch. 

We will begin hearings this morning on S. 2990, a bill which 
would amend Reorganization Plan No. 2 of 1953, as it relates to the 
Rural Electrification Administration. 

As members of the subcommittee are aware, plan No. 2 of 1953, 
among other reorganizations within the Department of Agriculture, 
vested all functions of the REA Administrator in the Secretary of 
Agriculture, with authority to delegate these functions to any other 
officer, employee, or agency within the Department as he deemed fit. 

S. 2990, which I introduced in the Senate earlier this year, transfers 
the statutory authority for the Rural Electrification Administration 
back to the REA Administrator. 

I am not at all convinced that the Congress exercised the greatest 
wisdom when it approved plan No. 2 of 1953. Events which have 
transpired since have caused considerable concern over the advis- 
ability of subordinating the Rural Electrification Administration, 
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which was created by the Congress as an independent agency, to higher 
administrative authority. 

I am sure all those interested in this subject found the hearings on 
plan No. 1 of 1959 of keen interest. 

I recall that Senator Russell, of Georgia, among others, expressed 
considerable doubt as to the desirability of adopting the reorganization 
plan. His doubts, I regret to say, have been justified since. 

At that time his voice was a minority on the issue but at least it was 
one that was clearly stated. 

For example, changes in policy have occurred which certainly were 
not contem fated by the Rural Electrification Act of 1936. 

The REA Act clearly vested all powers of the Rural Electrification 
Administration in the Administrator, including the authority to ap- 
prove REA loans. 

However, I am informed that since July of last year the REA 
Administrator has been required to submit all loan applications in 
excess of $500,000 to higher officials of the Department of Agriculture 
for review before they could be approved. 

I understand, further, that today all new loan applications, regard- 
less of amount, must be reviewed before they can - approved. 

Second, along with this basic change in policy, legislation has been 
introduced in the present Congress under administration sponsorship 
to raise REA interest rates. 

Third, I understand a proposal has been endorsed by the adminis- 
tration to encourage private financing for REA loans. 

In my opinion, these actions are incompatible with the congressional 
intent expressed in the Rural Electrification Act which established 
REA as an independent agency, directly accountable to the Congress. 
I, therefore, have called these hearings to inquire into them. 

In addition to the above actions, I, at this time, will summarize 
other allegations—and I underscore allegations—I am not making 
them, but they are allegations which have been brought to our atten- 
tion relating to the disadvantages of the overall reorganization of the 
Rural Electrification Administration in the Department of Agriculture 
under the provisions of plan No. 2 of 1953. 

(1) Plan 1, in effect, has “demoted” the REA Administrator, a 
Presidential appointee confirmed by the Senate, to the “fourth level” 
in the Department of Agriculture’s structure, viz, Secretary of Agri- 
culture, Under Secretary, Director of Agricultural Credit Services, 
REA Administrator. 

(2) The REA’s budget ceilings are established by the Department 
of Agriculture. This subjects the Rural Electrification Adminis- 
tration’s initial presentations to the Bureau of the Budget to depart- 
mental control. REA testimony before congressional committees is 
subject to Department of Agriculture policies. 

(3) The Office of General Counsel of the Department of Agriculture 
performs policy, administrative and, at times, operative functions of 
the Rural Electrification Administration without adequate adminis- 
trative coordination with the REA Administrator. 

(4) Review of public information releases, with frequent censor- 
ship by the Office of the Director of Agricultural Credit Services, to 
conform to Department of Agriculture policy, interferes with presen- 
tation of the REA story to the public. 
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I present these points at this time to afford Secretary of Agriculture 
Benson, who will be our first witness today, the opportunity of com- 
menting upon them during presentation of his statement if he desires 
to do so rather than during interrogation at the expiration of his 
remarks. 

We are honored to have the Secretary of Agriculture with us today. 
I extend to him, on behalf of the subcommittee, a most cordial wel- 
come. 

Before the Secretary begins his statement, I would like at this time to 
insert in the record a copy of S. 2990, a copy of Reorganization Plan 
No. 2 of 1953, along with the President’s message which accompanied 
it, and staff memorandum No. 85-2-20, which summarizes the issues 
involved today. 

(S. 2990, Reorganization Plan No. 2, and the President’s messace 


follow :) 


{S. 2990, 85th Cong., 2d sess.] 
A BILL To amend Reorganization Plan Numbered 2 of 1953 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 1 of Reorganization Plan 
Numbered 2 of 1953 shall not hereafter apply to the Rural Electrification Admin- 
istration, and there are hereby transferred to the Administrator of the Rural 
Electrification Administration all functions which were transferred from the 
Administrator to the Secretary of Agriculture by such Reorganization Plan. 


MESSAGE FROM THE PRESIDENT OF THE UNITED STATES TRANSMITTING 
REORGANIZATION PLAN No. 2 oF 1953 


To the Congress of the United States: 

I transmit herewith Reorganization Plan No. 2 of 1953, prepared in accord- 
ance with the Reorganization Act of 1949, as amended, and providing for 
reorganizations in the Department of Agriculture. 

Reorganization Plan No. 2 of 1953 is designed to make it possible for the 
Secretary of Agriculture to simplify and improve the internal organization 
of the Department of Agriculture. It is substantially in accord with the 
recommendations made in 1949 by the Commission on Organization of the 
Executive Branch of the Government. 

With certain exceptions, Reorganization Plan No. 2 of 1953 transfers to the 
Secretary of Agriculture the functions now vested by law in other officers, 
and in the agencies and employees, of the Department. It allows the Secretary 
to authorize any other officer, agency, or employee of the Department to perform 
any function vested in the Secretary. He is directed to utilize this delegation 
authority in such a way as to further certain objectives set forth in the reorgan- 
ization plan. Those objectives are to simplify and make effective the operation 
of the Department ofAgriculture, to place the administration of farm programs 
close to the State and local levels, and to adapt the administration of the programs 
of the Department to regional, State, and local conditions. Further, to the extent 
deemed practicable by the Secretary, he is required to give appropriate advance 
public notice and to afford appropriate opportunity for interested persons and 
groups to present to the Department of Agriculture their views on such proposed 
delegations of the Secretary as involve assignments of major functions or major 
groups of functions to major constituent organizational units of the Department 
or their officers. 

Reorganization Plan No. 2 of 1953 will permit the establishment of a clearer 
line of responsibility and authority from the President through the Secretary of 
Agriculture down to the lowest level of operations in the Department. It will 
make the Secretary responsible under law for activities within his Department 
for which he is now in fact held accountable by the President, the Congress, and 
the public. Also, it will enable the Secretary, from time to time, to adjust the 
organization of the Department in order to achieve continuous improvement in 
operations to meet changing conditions. 
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The Congress has in the past repeatedly followed the sound policy of vesting 
functions directly in department heads so that they can be held accountable for 
the performance of their agencies. In acting upon recommendations of the Com- 
mission on Organization of the Executive Branch of the Government, the Con- 
gress approved, in 1949 and 1950, a series of statutes and reorganization plans 
which applied that policy to all the executive departments except the Department 
of Defense and the Department of Agriculture. While some laws vest important 
functions directly in the Secretary of Agriculture, others place major functions 
in subordinate officers and agencies of the Department. By transferring to the 
Secretary the latter functions, with certain exceptions, the reorganization plan 
corrects the present patchwork assignment of statutory functions in the 
Department. 

The functions excepted from transfer to the Secretary are the functions of 
hearing examiners under the Administrative Procedure Act; of the corporations 
of the Department, including their boards of directors and officers; of the Ad- 
visory Board of the Commodity Credit Corporation; and of the Farm Credit 
Administration and the banks, corporations, and associations supervised by it. 

The exception of the hearing examiners is in accordance with the intent of the 
Administrative Procedure Act, and is consistent with the status of hearing 
examiners in other departments and agencies. 

The corporations of the Department, together with their boards of directors 
and officers, are excepted because they have a different legal status than other 
constituent agencies of the Department. Bodies corporate have independent 
legal personalities and act in their own name rather than in the name of the 
Department of Agriculture or of the United States. 

The same reasons which prompt the exception of the corporations of the 
Department make desirable the exception of the entities supervised by the Farm 
Credit Administration. The Farm Credit Administration itself is also excepted, 
since it is anticipated that general legislation covering this field will be recom- 
mended to the Congress. 

The Department of Agriculture now has only one Assistant Secretary. Re- 
organization Plan No. 2 of 19538 provides the Secretary with two more As- 
sistant Secretaries and an Administrative Assistant Secretary to aid him in 
supervising the Department. The Assistant Secretaries will be appointed by 
the President, by and with the advice and consent of the Senate. The Admin- 
istrative Assistant Secretary will be appointed under the classified civil service 
by the Secretary, with the approval of the President. These methods of ap- 
pointment are similar to those prevailing in other executive departments. 

The Secretary will prescribe the functions to be performed by these new 
assistants. It is his intention to have the new Assistant Secretaries aid him 
in providing closer policy and program supervision over the Department of 
Agriculture, and to have the new Administrative Assistant Secretary perform 
substantially the same role as that performed by the administrative assistant 
secretaries in other departments. Thus, the new officers will assist the Secretary 
in giving continuous attention to matters which are essential for the most 
efficient and economical operation of the Department. 

The Secretary of Agriculture has advised me that the 2 new offices of Assistant 
Secretary of Agriculture, and the 1 new office of Administrative Assistant Secre- 
tary of Agriculture, provided for in the reorganization plan, will merely replace 
existing positions in the Department, and that hence the creation of these 
offices will not result in any net increase in the personnel in the Department of 
Agriculture. He has further advised me that both the number of officers and em- 
ployees in the Office of the Secretary and the aggregate of their salaries will be 
less than those existing prior to January 1, 1953. 

The Secretary of Agriculture, aided by the Interim Agricultural Advisory 
Committee, has been studying the organization and functions of the Department 
of Agriculture. Recently the Secretary rearranged the organizational units of 
the Department so as to form (in addition to the Office of the Solicitor and a 
reorganized Foreign Agricultural Service) four major groups of agencies, each 
with a supervising head to whom the agencies within the group report. By so 
doing, the Secretary sought both to reduce the number of separate officials 
reporting to him and to improve coordination within the Department. Reor- 
ganization Plan No. 2 of 1953 will make it possible for the Secretary to make 
further internal adjustments within the Department as study and experience 
identify opportunities for improvement. It will thus further the better man- 
agement of the affairs of the Department of Agriculture. 
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After investigation I have found and hereby declare that each reorganization 
included in Reorganization Plan No. 2 of 1953 is necessary to accomplish one 
or more of the purposes set forth in section 2 (a) of the Reorganization Act of 
1949, as amended. 

I have found and hereby declare that it is necessary to include in the accom- 
panying reorganization plan, by reason of reorganizations made thereby, provi- 
sions for the appointment and compensation of two Assistant Secretaries of 
Agriculture and an Administrative Assistant Secretary of Agriculture. The 
rates of compensation fixed for these officers are those which I have found to pre- 
vail in respect of comparable officers in the executive branch of the Government. 

Reductions in expenditures will result from reorganizations of the Depart- 
ment of Agriculture made possible by the taking effect of Reorganization Plan 
No. 2 of 1953, but such reductions cannot be itemized at this time. 

I recommend that the Congress allow the accompanying reorganization plan 
to become effective. 

Dwient D. EISENHOWER. 

THE WHITE House, March 25, 1953. 


REORGANIZATION PLAN No, 2 or 1953 


[Prepared by the President and transmitted to the Senate and the House of Representatives 
in Congress assembled, March 25, 1953, pursuant to the provisions of the Reorganization 
Act of 1949, approved June 20, 1949, as amended] 


DEPARTMENT OF AGRICULTURE 


Secrion 1. Transfer of functions to the Secretary.—(a) Subject to the excep- 
tions specified in subsection (b) of this section, there are hereby transferred to 
the Secretary of Agriculture all functions not now vested in him of all other 
officers, and of all agencies and employees, of the Department of Agriculture. 

(b) This section shall not apply to the functions vested by the Administrative 
Procedure Act (5 U. S. C. 1001 et seq.) in hearing examiners employed by the 
Department of Agriculture nor to the functions of (1) the corporations of the 
Department of Agriculture, (2) the boards of directors and officers of such 
corporations, (3) the Advisory Board of the Commodity Credit Corporation, or 
(4) the Farm Credit Administration or any agency, officer, or entity of, under, 
or subject to the supervision of the said Administration. 

Seo. 2. Assistant Secretaries of Agriculture—Two additional Assistant Sec- 
retaries of Agriculture shall be appointed by the President, by and with the 
advice and consent of the Senate. Each such assistant secretary shall perform 
such functions as the Secretary of Agriculture shall, from time to time, prescribe 
and each shall receive compensation at the rate prescribed by law for Assistant 
Secretaries of executive departments. 

Sec. 3. Administrative Assistant Secretary—An Administrative Assistant 
Secretary of Agriculture shall be appointed, with the approval of the President, 
by the Secretary of Agriculture under the classified civil service, and shall per- 
form such functions as the Secretary of Agriculture shall, from time to time, 
prescribe. The provisions of the item numbered (1) of the third proviso under 
the heading “General Provisions” appearing in chapter XI of the Third Supple- 
mental Appropriation Act, 1952, approved June 5, 1952 (66 Stat. 121), are hereby 
made applicable to the position of Administrative Assistant Secretary of Agri- 
culture. 

Sec. 4. Delegation of functions.—(a) The Secretary of Agriculture may from 
time to time make such provisions as he shall deem appropriate authorizing the 
performance by any other officer, or by any agency or employee, of the Department 
of Agriculture of any function of the Secretary, including any function trans- 
ferred to the Secretary by the provisions of this reorganization plan. 

(b) To the extent that the carrying out of subsection (a) of this section 
involves the assignment of major functions or major groups of functions to major 
constituent organizational units of the Department of Agriculture, now or here- 
after existing, or to the heads or other officers thereof, and to the extent deemed 
practicable by the Secretary, he shall give appropriate advance public notice of 
delegations of functions proposed to be made by him and shall afford appropriate 
opportunity for interested persons and groups to place before the Department of 
Agriculture their views with respect to such proposed delegations. 
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(c) In carrying out subsection (a) of this section the Secretary shall seek to 
simplify and make efficient the operation of the Department of Agriculture, to 
place the administration of farm programs close to the State and local levels, and 
to adapt the administration of the programs of the Department to regional, 
State, and local conditions. 

Sec. 5. Incidental transfers.—The Secretary of Agriculture may from time to 
time effect such transfers within the Department of Agriculture of any of the 
records, property, and personnel affected by this reorganization plan and such 
transfers of unexpended balances (available or to be made available for use in 
connection with any affected function or agency) of appropriations, allocations, 
and other funds of such Department, as he deems necessary to carry out the 
provisions of this reorganization plan; but such unexpended balances so trans- 
ferred shall be used only for the purposes for which such appropriation was 
originally made. 


SUBCOMMITTEE ON REORGANIZATION, 
SENATE COMMITTEE ON GOVERNMENT OPERATIONS, 
May 28, 1958. 

Staff Memorandum No. 85—2-20 SR. 

To: Members of Subcommittee on Reorganization. 

From: Miles Scull, Jr., professional staff member. 

Subject: S. 2990—To amend Reorganization Plan No. 2 of 1953 (as it relates 

to REA). 

S$. 2990 introduced by Senator Humphrey on January 13, 1958, provides that 
Reorganization Plan No. 2 of 1953 shall not apply to the Rural Electrification 
Administration. 

Section 1 of plan No. 2 of 1958 transferred all functions of the Rural Electri- 
fication Administration, including the REA Administrator’s authority to grant 
loans, to the Secretary of Agriculture. 

Section 4 gave the Secretary of Agriculture authority to delegate, as he deemed 
appropriate, these functions to any officer, employee, or agency of the Depart- 
ment of Agriculture. 

S. 2990 transfers back to the REA Administrator all functions which were 
transferred to the Secretary of Agriculture by the reorganization plan. 


THE RURAL ELECTRIFICATION ADMINISTRATION 


The Rural Electrification Administration was created by Executive Order 70370 
of May 11, 1935, under authority of the Emergency Relief Appropriation Act, 
approved April 8, 1935 (49 Stat. 115). 

Statutory authority for the REA was provided by the Rural Electrification 
Act of May 20, 1936 (Public Law 605, 74th Cong., 49 Stat. 1363; 7 U. S. C. 901 
et seq.), which vested all powers of the Administration in the REA Administrator, 
including the express power to grant loans to provide central station electric 
service to rural areas. 

REA was transferred to the Department of Agriculture by Reorganization 
Plan No. 2 of 1939, effective July 1,19389. Section 5 of plan No. 2 of 1939 reads: 

Seo. 5. DEPARTMENT OF AGRICULTURE: RURAL ELECTRIFICATION ADMINISTRA- 
TION TRANSFERRED.—The Rural Electrification Administration and its functions 
and activities are hereby transferred to the Department of Agriculture and 
shall be administered in that Department by the Administrator of the Rural 
Electrification Administration under the general direction and supervision of 
the Secretary of Agriculture.” 

Following REA’s transfer to the Department of Agriculture under the pro- 
visions of Reorganization Plan No. 2 of 1939, regulations were issued by the 
Secretary of Agriculture governing the organization’s administrative functions, 
but policy determinations relating to the rural electrification program were 
primarily determined by the REA Administrator, subject to the general super- 
vision of the Secretary. 

Reorganization Plan No. 4 of 1950 provided for the transfer to the Secretary 
of Agriculture of all functions of all other officers, employees, and agencies of 
the Department of Agriculture, which included the Rural Electrification Admin- 
istrator’s functions. This plan, however, was rejected by the Senate on May 
18, 1950, on the basis that it contained unwarranted delegation of authority 
to the Secretary of Agriculture on a permanent basis. 

As previously noted, plan No. 2 of 1953, section 1 of which (with the ex- 
ception of certain agencies) is identical with section 1 of Reorganization Plan 
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No. 4 of 1950, became effective July 1, 1953, when resolutions of disapproval 
introduced in both Houses of the Congress failed of adoption. 

A most significant difference between Reorganization Plan No. 4 of 1950, which 
was rejected, and Reorganization Plan No. 2 of 1953, which was approved, is 
contained in section 4 (b) of Reorganization Plan No. 2 of 1953, which reads 
as follows: 

“(b) To the extent that the carrying out of subsection (a) of this section 
involves the assignment of major functions or major groups of functions to 
major constituent organizational units of the Department of Agriculture, now 
or hereafter existing, or to the heads or other officers thereof, and to the extent 
deemed practicable by the Secretary, he shall give appropriate advance public 
notice of delegations of functions proposed to be made by him and shall afford 
appropriate opportunity for interested persons and groups to place before the 
Department of Agriculture their views with respect to such proposed delegations.” 

Study of the history of Reorganization Plan No. 2 of 1953 reveals that the 
assurance contained in section 4 (b) that advance public notice would be 
given of major organizational or functional changes was a factor in approval 
of the plan. 


REVIEW OF REA ADMINISTRATOR'S AUTHORITY TO GRANT LOANS 


As noted, the basic RBA Act, Public Law 605, 74th Congress, vested all powers 
of the Rural Electrification Administration in the Administrator. Section 1 
reads: 

“Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That there is hereby created and established 
an agency of the United States to be known as the ‘Rural Electrification Ad- 
ministration’, all of the powers of which shall be exercised by an Administrator, 
who shall be appointed by the President, by and with the advice and consent 
of the Senate, for a term of ten years, and who shall receive a salary of $10,000 
per year. This Act may be cited as the ‘Rural Electrification Act of 1936’.” 

Section 2 of that act specifically authorized the REA Administrator to make 
loans for central station electrification services in rural areas. The section 
reads: 

“Sec. 2. The Administrator is authorized and empowered to make loans in the 
several States and Territories of the United States for rural electrification and 
the furnishing of electric energy to persons in rural areas who are not receiving 
central station service, as hereinafter provided; to make, or cause to be made, 
studies, investigations, and reports concerning the condition and progress of 
the electrification of rural areas in the several States and Territories; and to 
publish and disseminate information with respect thereto.” 

As previously indicated, section 1 of Reorganization Plan No. 2 of 1953 trans- 
ferred to the Secretary of Agriculture “all functions not now vested in him of all 
other officers” of the Department of Agriculture. This included the REA Ad- 
ministrator’s functions. 

After the adoption of Reorganization Plan No. 2 of 1953, Secretary of Agricul- 
ture Benson, in an administrative order effective January 2, 1954, formally 
assigned the rural electrification program and the rural telephone program to 
the Rural Electrification Administration. 

By previous administrative action, Secretary Benson, on January 21, 1953, had 
realined the various operating agencies within the Department of Agriculture 
into major groups. REA, along with the Farmers’ Home Administration and 
the Farm Credit Administration, was placed in the “Agricultural Credit Group” 
to report to the Secretary of Agriculture through the Director of Agricultural 
Credit. 

On August 28, 1953, the Secretary issued an administrative order (18 Federal 
Register 5155) which delegated authority to the Director of the Agricultural 
Credit Services to “exercise general supervision” over the agencies of the Depart- 
ment within the Credit Services group. This was implemented by a Secretary's 
memorandum dated September 18, 1953, which directed the agencies grouped 
under the “Agricultural Credit Services” to report to its Director. 

On October 13, 1953, the Secretary announced a proposed overall departmental 
reorganization which bracketed the Rural Electrification Administration together 
with the other agricultural credit agencies named under an “Assistant to the 
Secretary in Charge of Agricultural Credit,’ who is now known as the Director 
of Agricultural Credit Services. 
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The administrative order which formally authorized this reorganization of 
the Department’s functions (Federal Register, January 6, 1954, 19 F. R. 74) 
included the following directive : 

“The head of each agency (1) will maintain close working relationships with 
the officer to whom he reports, (2) will keep him advised with respect to major 
problems and developments, and (3) will discuss with him proposed action in- 
volving major policy questions or other important considerations or questions, 
including matters involving relationships with other agencies of this Department, 
other Federal agencies, or other governmental or private organizations or 
groups.” 

Staff review of the administrative actions taken by the Secretary of Agricul- 
ture indicates there has been no official reorganization of the Rural Electrification 
Administration, per se, except for its inclusion within the Agricultural Credit 
Services Group for supervision by its Director. 

However, it has been established that in mid-1957 REA Administrator David 
A. Hamil was directed to submit to or discuss with Kenneth L. Scott, Director of 
Agricultural Credit Services, all REA loan applications in excess of $500,000 
before approving them. As far as can be determined, this appears to be a new 
procedure which dates from June or July 1957. 

In commenting upon this action, Secretary Benson, in a letter dated August 30, 
1957, addressed to Chairman Humphrey of the Subcommittee on Reorganization, 
stated: 

“The request to Mr. Hamil that he consult or discuss with the Director of 
Agricultural Credit Services applications for loans over $500,000 has not cur- 
tailed his authority for final approval on those loans. This action was taken in 
view of the record volume of applications for REA loans and the many complex 
problems which have arisen in the administration of that program due to 
population shifts, increased costs of equipment, machinery, and labor, and an 
increasing demand for more electric current for both farm and nonfarm use.” 

* * * * a * 7 


“The request of Mr. Scott to Mr. Hamil that he be given a chance to review the 
applications for the loans in question was completely compatible with my testi- 
mony on Reorganization Plan No. 2. It is in line with the legal authority which 
exists in the basic law, in the reorganization plan. and in the public notices 
with respect to that plan which were published in the Federal Register in 1953 
and 1954.” 

When the Secretary testified before the Subcommittee on Reorganization on 
Plan No. 2 of 1953, he commented as follows on section 4 (b) which requires 
advance public notice of any major changes made within the Department of 
Agriculture under the provisions of the plan: 

“* * * T feel that the Secretary, under this plan. is under definite obliga- 
tion to consult with farmers, leaders of farm organizations, Members of the 
Congress and other interested groups and to serve notice of any plan he intends 
to put in operation before he takes such action * * *” (hearings before Subcom- 
mittee on Reorganization, Committee on Government Operations, 83d Cong., 
1st sess.. on S. Res. 100, disapproving Reorganization Plan No. 2 of 1953, May 
12, 13, 18, 1953, p. 163). 

Again, in a colloquy with Senator Humphrey (p. 169 of the aforementioned 
hearings) relating to any changes that might be made with respect to operations 
of the Rural Electrification Administration under provisions of the plan, the 
Secretary stated: 

“Certainly I do not have in mind weakening the service which REA is ren- 
dering. I think it is very essential, and I do feel that we have selected a good 
man (Ancher Nelsen) to head it, and he will be given a pretty free hand, I am 
sure. But if we have in mind any major changes, certainly we would want 
to consult with the Congress hefore we took such steps, because I know there 
is a very wide interest in that agency, probably as much as in almost any other 
agency in the Department [of Agriculture]. 

In his letter of August 30, 1957, to Chairman Humphrey, the Secretary 
contended that Mr. Scott’s directive to REA Administrator Hamil to submit 
loan applications in excess of $500,000 for review is not incompatible with his 
assurance to the Subcommittee on Reorganization that any major reassignment 
of functions would be discussed in advance with the Congress, on the basis 
that the directive was not a major change in policy, organization or function 
covered by section 4 (b) of the Reorganization Plan. 
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As noted above, he pointed out, also, that the authority of the Secretary of 
Agriculture to make such a request of a bureau or agency head under his 
supervision, including the Rural Electrification Administration, existed before 
Reorganization Plan No. 2 of 1953 was approved, referring to the supervisory 
authority contained in Reorganization Plan No. 1 of 1939, reference to which 
is made above. 

It is the contention, however, of the National Rural Electrical Cooperative 
Association that the directive to the REA Administrator to submit loan appli- 
cations to the Director of the Agricultural Credit Services within the Depart- 
ment of Agriculture is— 

(1) In violation of congressional intent expressed in the basic Rural Electri- 
fication Act, which vested ali powers, including loan-granting authority, in the 
REA Administrator ; and 

(2) In violation of section 4 (b) of Reorganization Plan No. 2 of 1953, which 
requires advance public notice of any major functional or organizational change 
made under the plan. 

(For further details of the issues relating to Plan No. 2 of 1953, to legislation 
presently pending in the 85th Cong. which would raise RBA interest rates 
and to an administration proposal to encourage private financing of the REA 
program, see remarks of Senator Humphrey in the Senate May 21, 1958, Con- 
gressional Record, May 21, 1958, pp. 8219-8225.) 


OTHER FACTORS RELATING TO REORGANIZATION AL PLAN NO. 2 OF 1953 


In addition to the above, opponents of Reorganizational Plan No. 2 of 1953 
have raised the following points relating to the alleged disadvantages of the 
plan’s impact upon REA: 

(1) Plan 1, in effect, has demoted the REA Administrator, a Presidential 
appointee confirmed by the Senate, to the fourth level in the Department of 
Agriculture’s structure, viz, Secretary of Agriculture, Under Secretary, Director 
of Agricultural Credit Services, REA Administrator. 

(2) The REA’s budget ceilings are established by the Department of Agricul- 
ture. This subjects the Rural Electrification Administration’s initial presenta- 
tions to the Bureau of the Budget to departmental control. REA testimony 
before congressional committees is subject to Department of Agriculture policies. 

(3) The Office of General Counsel of the Department of Agriculture performs 
policy, administrative and, at times, operative functions of the Rural Electri- 
fication Administration without adequate administrative coordination with the 
REA Administrator. 

(4) Review of public information releases, with frequent censorship by the 
Office of the Director of Agriculture Credit Services to conform to Department 
of Agriculture policy, interferes with presentation of the REA story to the 
public. 

REA LOANS, FISCAL 1952-59 


The volume of REA loans made in fiseal years 1952 through 1957 with Bureau 
of the Budget estimates for fiscal 1958 and 1959, follows: 


Fiscal year: Loans approved | Fiscal year—Continued Loans approved 
a hls oie taaela alt acai a $165, 758, 731 {; | Se eee $189, 804, 800 
lan cian Scotia et 164, 972, 662 A Pi cistabitaas sce. Socata 300, 461, 514 
ices cece need aba as 167, 104, 100 es es 280, 000, 000 
Dies a cee So Ea 167, 530, 430 1906 tes Ase 175, 000, 000 


1 Estimated. 


Loans made for the rural telephone program during fiscal 1957 were 
$81,729,000; the 1958 fiscal estimate is $80 million; the 1959 fiscal estimate 
is $59,600,000. 

HEARINGS 


The subcommittee has scheduled hearings on S. 2990 for June 5, 6, 18, and 
19 in the main committee hearing room, 357 Senate Office Building, beginning 
at 10 a. m. each day. 

Witnesses are expected to include Secretary of Agriculture Benson, Budget 
Director Maurice H. Stans, REA Director David A. Hamil, Clyde T. Ellis, 
general manager of the National Rural Electrical Cooperative Association, and 
others having an interest in the rural electrification program. 
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Hearings on H. R. 11726, a companion bill introduced in the House of Repre- 
sentatives by Representative Price of Illinois have been scheduled by the House 
Government Operations Committee beginning June 9. 


Approved : 
WALTER L. REYNOLDs, 


Staff Director. 





Senator Humrpunrey. Mr. Secretary, will you proceed ? 

Senator Cargenart. Mr. Chairman, may I make a statement? 

Senator Humenurey. Go ahead, Senator Capehart. 

Senator Carenarr. As one of the attorneys for the defendant I 
want to say we deny and will disprove all of the allegations made 
here this morning before the trial starts. I think we will be able to 
prove to any fairminded jury and to the American people that the 
allegations that you made in your statement are not true. 

Senator Humpnuney. Senator, I assumed we would be the jury and 
not the attorneys for either the defendant or the plaintiff. 

Senator Caprenart. I did, too, but your statement was one of hav- 
ing convicted the gentleman before we gave him an opportunity to 
be heard. 

I wanted to make the remarks that I did—simply to show that 
we will make an effort to disprove the statements that you made in 
your opening remarks. 

Senator Humrurey. I say most respectfully to the Secretary and 
to my colleagues that the statement of allegations are not the alle- 
gations of the chairman. They are allegations which have been 
raised by others against Reorganization Plan No. 1 of 1953. I stated 
them so that the Secretary might direct his comments to them, if 
he desires to do so. 

Will you proceed, Mr. Secretary ? 


STATEMENT OF HON. EZRA TAFT BENSON, SECRETARY OF AGRI- 
CULTURE; ACCOMPANIED BY TRUE D. MORSE, UNDER SECRE- 
TARY OF AGRICULTURE; R. L. FARRINGTON, GENERAL COUNSEL; 
KENNETH L. SCOTT, DIRECTOR, AGRICULTURAL CREDIT SERV- 
ICES; AND DAVID A. HAMIL, ADMINISTRATOR, RURAL ELECTRI- 
FICATION ADMINISTRATION, DEPARTMENT OF AGRICULTURE 


Secretary Benson. Mr. Chairman, I appreciate your comments and 
I come here in that spirit in an effort to be helpful to the committee 
and I believe that my statement will tend to clear up some of the mis- 
understandings to which you have referred and some of the allega- 
tions to which you have made mention. 

If it would please the Chair and the committee, I will proceed 
with the statement I have here, which I think will answer many of 
the questions which may be in the minds of some members of the 
committee. 

Mr. Chairman and members of the committee, thank you for ar- 
ranging your schedule so that I could appear this morning to dis- 
cuss S. 2990. I hope also for a full discussion of the operations of 
the Rural Electrification Administration during my service as Sec- 
retary and of the recommendations we have made for legislation to 
broaden the sources from which REA systems may obtain the capi- 
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tal necessary for their continued growth and adequate service to 
consumers. 

The rural electrification and telephone programs are two of the out- 
standing programs in the Department of Agriculture of which we 
are most proud. I can think of no agricultural programs in his- 
tory which have received more unanimity of support and praise from 
the farmers, from all of the farm organizations, and from representa- 
tives of both political parties. The great contributions of st pro- 
grams to our farmers, and their potential for future contribution, 
warrant the most careful and earnest consideration of any proposed 
change in the status, organization, or authority of REA. 

S. 2990 would make section 1 of Reorganization Plan No. 2 of 
1953 inapplicable to REA, as the chairman has indicated. It would 
transfer to the Administrator of REA all functions which by that 
plan were transferred by it from the Administrator to the Secretary. 

Mr. Hamil, the Administrator of REA, and I have given you in 
writing our recommendations that this bill should not be enacted. 
Mr. Hamil is here and can speak for himself. 

My reasons, as stated in my letter of March 27, 1958, to you, Mr. 
Chairman, related to the basic purposes for the adoption of Reor- 
ganization Plan No. 2 of 1953. Those reasons were to centralize in 
the Secretary responsibility for effective administration of all pro- 
grams within the Department, and to make explicit and uniform the 
authority for carrying out his responsibilities. 


(The letter referred to follows :) 


MARCH 27, 1958. 
Hon. Husert H. HUMPHREY, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate. 

DeaR SENATOR HuMpHREY: This is in reply to your request of February 4, 
1958, for a statement of my views on S. 2990, a bill to amend the Reorganization 
Plan No. 2 of 1953. The bill would exempt the Rural Electrification Adminis- 
tration from section 1 of the plan and would transfer to the Administrator of 
the Rural Electrification Administration all functions which were transferred 
from the Administrator to the Secretary of Agriculture by the plan. 

It is our recommendation that this bill should not be enacted. The basic 
reasons for the adoption of Reorganization Plan No. 2 of 1953 were to centralize 
in the Secretary of Agriculture the responsibility and the authority for effective 
administration within the Department and to correct the patchwork assignment 
of statutory functions in the Department. It was determined that in this way 
departmental operations could be simplified and made more effective and the 
Secretary be enabled to adjust organization of the Department in order to 
achieve continuous improvements in operations to meet changing conditions. 
These basic considerations are applicable today as they were at the time of the 
adoption of the Reorganization Plan No. 2. Accordingly, the enactment of this 
bill, in our opinion, would prejudice and prevent the achievement of the basic 
objectives of Reorganization Plan No. 2. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
E. T. Benson, Secretary. 

This coordination of responsibility and authority is in line with the 
sound congressional policy of vesting functions directly in the De- 
partment heads so that they can be held accountable for the perform- 
ance of their agencies. 


27304—58——-2 
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These basic objectives and considerations are as sound and appli- 
cable today as they were in May 1939, when President Roosevelt issued 
his Reorganization Plan No. 2. 

That plan changed the status of REA from an independent agency 
to an agency of the Department of Agriculture. The plan provided 


that REA be administered— 


* * * in that Department by the Administrator of the Rural Electrification 
Administration under the general direction and supervision of the Secretary of 
Agriculture. 

Senator Symrneton. Mr. Secretary, would you like to read your 
statement through and be questioned at the end’ ¢ 

Secretary Benson. I believe it would be in the best interests of 
time if I may be permitted to do that. 

Senator Symrneton. Thank you. 

Secretary Benson. It will be noted from the above quotation that 
in the 1939 reorganization plan, REA is mentioned specifically. In 
the 1953 plan it is covered only in general terms. 

Our lawyers take the position that while the language of the 1953 
plan is broad enough to transfer functions from the REA Adminis- 
trator to the Secretary, all such functions had in fact been trans- 
ferred by the 1939 plan. 

Under the 1939 plan the REA Administrator, in the exercise of 
his functions, was placed under “the general direction and supervision 
of the Secretary of Agriculture.” 

The Supreme Court of the United States held in 1890 (Anight v. 
United Land Association, 142 U. S. 161) that the effect of vesting 
general supervision and direction in a department head over the 
exercise of certain functions was to authorize the exercise of those 
functions directly by the department head. 

In 1944, this basic principle, as approved by the United States 
Supreme Court, was applied specifically to REA. The Secretary 
of Agriculture was authorized to make REA loans without reference 
to any action by the REA Administrator himself. 

The legal effect of Reorganization Plan No. 2 of 1953 was thus 
merely to confirm rather than to alter the relationship of the REA 
Administrator to the Secretary as it had existed since Reorganization 
Plan No. 2 of 1939. 

These points were discussed in more detail in my letter of August 
30, 1957, to you, Mr. Chairman. 

I would like to offer at this time, for inclusion in the record, a 
copy of that letter. 

(The letter follows :) 

UNITED STATES DEPARTMENT OF AGRICULTURE, 
Washington, D. C., August 30, 1957. 
Hon. Husert H. HUMPHREY, 
Chairman, Subcommittee on Reorganization, 


Committee on Government Operations, 
United States Senate. 


DEAR SENATOR HumMpHREY: I have carefully considered your further letter 
of August 22, 1957, about the questions you have raised concerning the rumored 
changes in the lending policy of the Rural Electrification Administration. 

These questions were also discussed in Mr. Morse’s letter to you of August 
9 and my letter of August 20. Substantially the same questions were raised 
during my press conference of August 20. A transcript of that portion of the 
press conference which includes my answers regarding REA was inserted in the 
Congressional Record of August 21 by Senator Morton. 
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In both the letters and the press conference I have pointed out that there 
has been no reorganization of REA. The request to Mr. Hamil that he consult 
or discuss with the Director of Agricultural Credit Services applications for 
loans over $500,000 has not curtailed his authority for final approval on those 
loans. This action was taken in view of the record volume of applications 
for REA loans and the many complex problems which have arisen in the ad- 
ministration of that program due to population shifts, increased costs of equip- 
ment, machinery and labor, and an increasing demand for more electric current 
for both farm and nonfarm use. 

The changing character of the Nation’s countryside is having a marked effect 
on the territory and electric service requirements of many REA borrowers. 
City people are moving to the country and building homes. Industry is locating 
in suburban and rural areas. The REA service territories are losing a good 
bit of their rural traits. About half of their revenue comes from farm service 
and the remaining half from nonfarm residences, commercial, and miscellaneous 
services. 

The increasing demand for electric power throughout the country is reflected 
in constantly increasing demands for REA loans to provide needed facilities. 
REA loan approvals are keeping pace with this trend as shown by the following 


table: 
Loans approved 


Fiscal year: during year 
FOE os cita re canadenvnmananinnnnn Jd dawned $165, 758, 731 
Ti tetas cite ecienise censcsan einctnnian bar gi igicaectnhcpenitth dete teal 164, 972, 662 
I aii sciensisSedactsisihsittin niente nent niaantanela nina 167, 104, 100 
Tacchini sn somata inv wasn cases niacin a chalice ie liam 167, 530, 430 
Gaon cs wisn ncn ie nice ceienridaemsiin ean aie 189, 804, 800 
OG La aii ics cermin sensi en al cs rth li Dae aah iia icant 300, 461, 514 


The request of Mr. Scott to Mr. Hamil that he be given a chance to review 
the applications for the loans in question was completely compatible with my 
testimony on Reorganization Plan No. 2. It is in line with the legal authority 
which exists in the basic law, in the reorganization plan, and in the public notices 
with respect to that plan which were published in the Federal Register in 1953 
and 1954. 

In my colloquy with you in the hearings on the reorganization plan held on 
May 18, 1953, 83d Congress, 1st session, at page 169, you asked whether it was 
my intention ‘‘to leave the REA pretty much as an autonomous organization.” 

I replied as follows: 

“Certainly I do not have in mind weakening the service which REA is render- 
ing. I think it is very essential, and I do feel that we have selected a good 
man to help it, and he will be given a pretty free hand, I am sure. But if we 
have in mind any major changes, certainly we would want to consult with the 
Congress before we took such steps, because I know there is a very wide interest 
in that agency, probably as much as in almost any other agency in the 
Department.” 

The requirement that these applications be reviewed by the Director of Agri- 
cultural Credit Services does not weaken the service which the agency was 
created by Congress to render. It was not a “major” change either in policy or 
in organization. It was not a transfer or an abolition of a function. The au- 
thority of the Secretary of Agriculture to make that request of an agency head 
under his supervision and direction, including REA, existed even before the 
reorganization plan of 1953 was approved. 

REA was created as an independent agency of the Government by the Rural 
Plectrification Act of 1936 (7 U. S. C. 901, 914). Section 1 of the act provided 
that all of the Administration’s powers would be exercised by an Administrator. 
However, that section was substantially modified by section 5 of President 
Roosevelt’s Reorganization Plan No. 2 of 1939 (5 U. S. C., p. 125), which 
transferred REA and its functions and activities to the Department of Agricul- 
ture and provided that such functions and activities “shall be administered in 
that Department by the Administrator of the Rural Electrification Administra- 
tion under the general direction and supervision of the Secretary of Agriculture.” 

It appears that in 1944 a question arose about the making of allotments as 
required by the act. The Department took the position, with the full legal 
approval of its Solicitor, that the Secretary’s duty to supervise and direct the 
activities of REA not only permitted him to approve the allotments but made 
it his duty to do so if desirable for the proper operation of the program. 








14 AMEND REORGANIZATION PLAN NO. 2 OF 1953 


This conclusion was based on decisions of the courts, notably Knight vy. 
United States Land Association (142 U. S. 161), and the decision of the Comp- 
troller General (19 C. G. 400). In the Knight case the Supreme Court con- 
cluded that the words “direction and supervision” are synonymous with the 
word “control” and import broad powers including the power to initiate, guide, 
superintend, manage, rule, review, notify, and overrule. 

In that case the Court was construing words directing the Commissioner 
of the General Land Office to perform certain functions “under the direction of 
the Secretary of the Interior.” The Court said that the words under discussion 
are an expression of the power of the Secretary to supervise and control the 
extensive operations of the Land Department and then quoted with approval 
the statement of the Secretary of Interior as follows: 

“The statute in placing the whole business of the Department under the super- 
vision of the Secretary invest him with authority to review, reverse, amend, 
annul, or affirm all proceedings in the Department * * *.” 

See also Orchard v. Alexander (157 U. S. 372 (1895)); Cameron v. United 
States (252 U. 8S. 450, 460 (1920)); and West v. Standard Oil Company (278 
U. 8. 200, 220 (1929) ). 

State court decisions also follow this rule. They have held that the terms 
connote a power to superintend generally together with the incidental authority 
to regulate and control. Vantongeren v. Heffernan et al. (5 Dak. 180, 38 N. W. 
52 (1888) ) ; State ex rel. Board of Transportation v. Fremont, HE. d M. V. R. Co. 
(22 Neb. 313, 35 N. W. 118 (1887) ). 

The courts apparently do not distinguish between phrases using the word 
“general” with “direction and supervision” from those where the word “gen- 
eral” is not used. See Great Northern Railway Company v. Snohomish County 
(93 Pac. 924 (Wash. 1908) ). 

This conclusion with respect to the Secretary’s authority over the Rural 
Electrification Administration Administrator followed the policy determination of 
the Department reached in early 1940 in connection with the transfer of the 
Farm Credit Administration to this Department to be “administered in such De- 
partment under the general direction and supervision of the Secretary of 
Agriculture.” The Comptroller General in 19th Comptroller General Decisions, 
page 400, said: 

“Consequently the Farm Credit Administration must be regarded as no longer 
an independent agency but as an agency within the Department of Agriculture 
and under the general direction and supervision of the Secretary of Agricul- 
ture * * * there would appear to be no authority under existing law for the 
effecting of such a transfer of authority and responsibility as would amount to 
a restoration of the Farm Credit Administration to its former status ‘an auto- 
nomous Federal agency.’ ”’ 

It seems clear therefore that the request that the Rural Electrification Ad- 
ministrator review certain loans with the Director of Agricultural Credit Ser- 
vices is not the exercise of new authority vested in me by Reorganization Plan 
No. 2 of 1953. Moreover, it is a step which is well within the information given 
to the Congress and the public at the time Reorganization Plan No. 2 of 1953 
was presented, approved, and made effective. 

The Administrator of the Farmers’ Home Administration is not only requested 
to discuss major loan problems with the Director of Agricultural Credit Services, 
but the law requires that all special livestock loans over $50,000 must be ap- 
proved by the Secretary of Agriculture because of the major problems involved. 

Soon after I became Secretary of Agriculture, I alined the agencies of the 
Department into major groups, each group to report to me through designated 
officials of the Department. During the Senate hearings on Reorganization 
Plan No. 2, I furnished and there was included in the hearings two charts show- 
ing the organization of the Department effective January 21, 1953, and as 
amended March 10, 1953. The January 21 chart shows the Farm Credit 
Administration, the Farmers’ Home Administration, and the Rural Electrifica- 
tion Administration grouped under “Agricultural credit” and that these agencies 
are to report through the head of that group. The March 10 chart shows sub- 
stantially the same arrangement (pp. 142 and 144, hearings before the Sub- 
committee on Reorganization of the Committee on Government Operations, 
U. S. Senate, on Reorganization Plan No. 2 of 1953 and S. Res. 100 disapproving 
Reorganization Plan No. 2, 1953, May 12, 13, and 18, 1953, (other references ti 
hearings contained in this letter are to hearings before this subcommittee) ). 
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By Secretary’s memorandum 1320, dated January 21, 1953, all employees of 
the Department were advised that “agency and office heads within each group 
will report to their respective group head * * *. The Secretary and the Under 
Secretary meeting jointly with the major group heads and the Solicitor will 
consider matters of policy determination and long-range planning * * * This 
organizational arrangement will make possible closer coordination of related 
activities and will centralize responsibility for consideration and determination 
of operating problems and other matters requiring departmental attention within 
each group.” <A copy of this memorandum was furnished the subcommittee and 
appears in the hearings at pages 140-141. 

As you are aware, Reorganization Plan No. 2 of 1953 transferred to the 
Secretary of Agriculture all of the functions of the heads of the agencies 
with which it dealt, including REA. However, on August 28, 1953, I issued, 
and there was published in the Federal Register of that date (18 F. R. 5155), a 
delegation to each Assistant Secretary and to the Director of Agricultural 
Credit Services the authority to exercise general direction and supervision over 
the agencies of the Department designated in such delegation. The delegation 
also provides that nothing therein shall “preclude the Secretary of Agriculture 
from exercising any of the powers and functions or from performing any of the 
duties herein conferred.” 

This was implemented by Secretary’s memorandum 1320, supplement 2, dated 
September 18, 1953, which directed the agencies of the Department to report to 
designated Assistant Secretaries or, in the case of the agencies grouped under 
“Agricenitural credit services” to report to the Director. This was in line with 
my delegation of August 28, 1953. 

On October 13, 1953, my office issued a press release outlining a proposed re- 
organization of the Department to which was attached an announcement of 
intention to reorganize and a chart showing the Rural Electrification Ad- 
ministration grouped with other agencies under “Agricultural credit,” under 
an assistant to the Secretary, under the Secretary. (The Office of Assistant to 
the Secretary in Charge of Agricultural Credit is now known as the “Director 
f Agricultural Credit Service.” ) 

The assignment of functions to the agencies under the reorganization plan 
was published in the Federal Register for January 6, 1954 (19 F. R. 74). Among 
ther things this assignment provides : 

“No delegation or authorization prescribed in this document shall preclude 
the Secretary from exercising any of the powers or functions or from per- 
forming any of the duties conferred herein and any such delegation or authoriza- 
tion is subject at all times to withdrawal or amendment by the Secretary. No 
delegation or authorization prescribed in this document shall preclude the 
exercise of any delegation or authorization otherwise provided to the Under 
Secretary, Assistant Secretaries, Administrative Assistant Secretary, or assist- 
ant to the Secretary for Agricultural Credit, or to the staff agencies as provided 
in section 112 hereof. * * * The head of each agency (1) will maintain close 
working relationships with the officer to whom he reports, (2) will keep him 
advised with respect to major problems and developments, and (3) will discuss 
with him proposed action involving major policy questions or other important 
considerations or questions, including matters involving relationships with other 
agencies of this Department, other Federal agencies, or other governmental 
or private organizations or groups.” 

T hope these comments answer the questions you have raised regarding any 
reported recent reorganization or “major policy” change in RPA. 

In your letter of August 22 you assign as one reason for the proposed hearing 
the necessity of this Department providing the Congress with its official position 
on any proposed changes in the policy of the agency “which are contrary to 
the intent of the Congress.” We, of course, would not initiate any changes 
which are contrary to the intent of Congress, and we would be the first to 
snggest, as required by the reorganization plan, that we discuss with the Con- 
gress any major changes proposed to take effect in the future. 

In these circumstances, there would be no information we could give in the 
proposed hearing which has not heretofore been given in previous letters, the 
press conference of which you have a transcript, or in this reply. 

I know you will give careful consideration to the additional information about 
the working arrangements we have with regard to REA and the legal and ad- 
ministrative justification for them that I have pointed out in this letter. 
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After you have had a chance to study this communication it would be most 
helpful if you would let me know if there are any procedures or policies being 
followed by the Department in the REA loan program with which you do not 
agree. 

Sincerely yours, 
E. T. Benson, Secretary. 

Secretary Benson. At the hearings on Reorganization Plan No. 2 
of 1953 I assured you that I would make no major changes in the 
REA organization without consulting with the Congress and making 
known such proposals to the public prior to their becoming effective. 

This assurance is in accord with section 4 of Reorganization Plan 
No. 2 of 1953. This plan provides that, in connection with the trans- 
fer of functions, pursuant to the reorganization plan, the Secretary 
shall give appropriate advance notice to interested persons where 
there is involved the reassignment of major functions within the 
Department. 

I have made no major change in the REA organization or policies. 

I have transferred no functions or powers from REA. 

I have adhered to my assurances and ties provisions of Reorganiza- 
tion Plan No. 2 of 1953. 

I have asked Mr. Hamil to refer to the Director of Agricultural 
Credit Services, for his information and for possible discussion, con- 
templated loans exceeding a half million dollars and loans to new 
borrowers. 

This request in no way curtailed the Administrator’s authority for 
final approval of loans. Administrator Hamil says that this has not 
interfered with his authority to make loans. 

Mr. Scott, as Director of Agricultural Credit Services and as a 
member of my staff, is in a position to provide valuable assistance to 
the Administrator and to REA and to furnish coordination with 
the other agricultural activities of the Government. 

The need for such coordination was a basic reason for the Reor- 
ganization Plan No. 2 of 1939, as stated in President Roosevelt’s mes- 
sage submitting that plan to the Congress. 

This consultation with the Director of Agricultural Credit Services 
; does not constitute a major change in REA policy, organization, or 
functioning. 

Most of these loan applications flow through Mr. Scott's office with- 
out any discussion being suggested either by Mr. Hamil or Mr. Scott. 

Where I have made major changes in the organization and func- 
tioning of the Department, the notice to the Congress and the public 
contemplated by section 4 of Reorganization Plan No. 2 of 1953 has 
been given. 

For example, on October 13, 1953, my office, after discussion with 
Members of Congress, issued a press release outlining a proposed re- 
organization of the Department. 

In addition, the assignment of functions to the agencies involved 
in the reorganization (the detailed provisions of which are referred 
to in my letter of August 30, 1957)* was published in the Federal 
Register for January 6, 1954. 

We would not initiate any changes contrary to the intent of the 
Congress. I adhere faithfully to my undertaking to discuss with the 
Congress any major changes that might be contemplated. 


1See p. 12. 
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The charge has been made that this administration wants to raise 
the cost of financing so REA borrowers will no longer be a factor in 
the utility business in the rural areas. 

Mr. Chairman, that charge is erroneous. Here are the facts: 

Present legislation in several instances sets maximum interest rates 
for Government credit programs that do not permit the Treasury or 
the lending agencies to cover present costs. 

One of these instances is the Rural Electrification Act which sets 
2 percent as the maximum interest rate at which the agency may bor- 
row from the Treasury and reloan to borrowers. 

The administration has proposed that the Congress review such leg- 
islation for all Federal lending agencies with a view of recovering at 
least the cost to the Federal Treasury. 

The administration’s bill (S. 2427)? contains two proposals: 

(1) The interest rate on any loans hereafter made by any department or 
agency shall not be less than the rate the department or agency making the 
loan would pay if it borrowed from the Treasury at the time the interest rate 
on the loan is fixed, plus an additional amount deemed adequate to cover ad- 
ministrative expenses and probable losses to the extent consistent with the 
purposes of the loan program. 

T have insisted, and expect to continue to do so, that REA shall not 
be singled out on this interest rate question. 

It seems to me it is a sound policy for the Federal Treasury to 
recover its cost of obtaining funds for any type of lending program 
when this is consistent with attainment of the objectives of that 
program. 

Should the Congress adopt this proposed legislation I am going to 
insist that no cost be added to the REA interest rate to borrowers 
which would be inconsistent with the purposes of this lending service. 

It has been said that an attempt is being made to cut off Federal 
loans and give private lenders the opportunity to get their hands on 
the best REA business. 

This Administration has no such intention. We have no desire to 
cripple or stifle the REA-financed rural electric or telephone systems. 
We are proud that these systems have made outstanding progress 
during the term of this administration. 

Weare going to continue to support policies and t: ake actions which 
will enable them to accomplish the purposes of the Rural Electrifica- 
tion Act. 

The REA is an example of the Federal Government providing 
needed services which its rural citizens could not alone provide. It is 
traditional for the Federal Government to withdraw gradually from 
control and complete financing of such programs when such Federal 
supnort is no longer required. 

The farm credit system is a recent example. 

It was in keeping with these precedents that the President in his 
last budget message to the Congress referred to the great contribution 
the REA programs are making to enrich the lives of rural families and 
to advance the economy of rural America and our country’s welfare 
generally. 

He referred to the increasing use of power which requires additional 
generating canacity and heavier transmission and distribution facili- 
ties to meet the growing needs for electricity in rural areas. 


2See p. 22. 
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Approximately one-half of the rural electric power, he pointed out, 
now goes to rural industrial and nonfarm residential consumers. 

In the future these nonfarm users are expected to require even a 
larger share of the increasing demands. 

The President referred to the great changes which have occurred in 
the rural areas of this country since the Rural Electrification Adminis- 
tration was authorized more than 22 years ago. 

At that time less than 11 percent of the farms of our Nation had 
central station electric service. Now more than 95 percent of our 
farms have such service. 

During intervening years residences, industries, commerce, recrea- 
tion, and other nonfarm developments and activities have moved from 
urban centers into these rural areas which formerly were wholly 
agricultural. 

REA-financed electric systems are adding more than 100,000 new 
consumers annually. Nonfarm users outnumber farmers nearly 3 to 1 
among these new consumers. 

Estimates of capital funds needed to finance the growing demands 
for electric power in rural areas indicate that dollar requirements 
during the next generation will exceed the $314 billion loaned by the 
Federal Government through REA during its first 22 years of 
operation. 

The magnitude of these capital requirements and the urgency of 
meeting national security and defense requirements emphasize the 
need to find an adequate source of funds other than primary depend- 
ence on the Federal Treasury. 

In his budget message the President recommended new authoriza- 
tions of $206 million of Federal loan funds for electric and telephone 
borrowers. He said that legislation would be proposed to make it 
possible to obtain private capital to assist in meeting the loan require- 
ments of these rural systems. 

Such legislation was submitted to the Congress February 14, 1958, 
providing three alternative proposals. This was an action to expand 
the authority of REA in keeping with the changing conditions and 
the growth and progress of the systems. 

It is important to emphasize that no recommendations were made 
for curtailing existing authority. 

The extent to which the proposed new authority would be used 
would be for the decision of the Congress through the usual process 
of loan appropriations and authorizations. 

The rate at which loanable funds could be obtained under the three 
alternative plans set forth in the proposed legislation would depend 
upon investment money rates as they might vary from time to time. 

The proposal termed “title III” is a method of obtaining additional 
loan funds through the issuance of bonds and debentures. These 
issues would not be Government guaranteed. They would be sup- 
ported by all of the first mortgage loans on these rural systems. 

Of the three methods in the proposed legislation, title IIT should 
obtain large sums of additional loan funds at the most favorable rates 
and loan terms. 

Under Secretary Baird of the Treasury Department has stated 
that under such a method, borrowings might well be in the neighbor- 
hood of one-half of 1 percent above rates which the Treasury would 
have to pay for comparable maturities. 
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We are informed that as of June 1958 the Treasury rate on 20- 
year bonds was 3 percent. 

The question of meeting the future capital requirements of these 
rural systems continues under study. It is our intention to do every- 
thing possible to get a sound and practical long-range financing plan, 
advantageous to these rural systems and the consumers they serve, 
by utilizing a combination of Federal and private funds. ‘The con- 
structive suggestions of all who are interested in the welfare of these 
rural systems are always welcomed. 

Some fears have been expressed that in the event an REA system 
should default on its loan payment, under the proposed use of private 
loan funds it would be taken over by the private lenders. 

We do not foresee a situation of that kind. 

We do not contemplate that REA mortgages will be sold to any- 
one, and we doubt that either the Congress or any future administra- 
tion would so contemplate. 

Under the title II proposal the first mortgage loans on the rural 
systems would be held by the Secretary as secur “ity for debentures or 
bonds issued to obtain private funds. This is a common and proven 
method of financing. 

Bondholders would have no rights of foreclosure of the systems. 
They could proceed only against the Secretary. 

I am certain that the administration and the Congress undoubtedly 
would stand back of the REA systems with all the financing authority 
that is available. 

REA progress in the past 5 years: It has been a pleasure to work 
with such able Administrators as the incumbent, David A. Hamil, 
and his predecessor Ancher Nelsen. Both are men of the soil; they 
know the needs, the problems, and the opportunities of the men and 
women of rural America. Both have put their hearts, as well as their 
abilities, into the fulfillment of their responsibilities toward attainment 
of the objectives of the Rural Electrification Act. 

The record of the past 5 years attests to the excellence of their ad- 
ministration. It is a record that brings pride to the whole Depart- 
ment of Agriculture, a record that reflects high credit on the boards 
of directors and the managers of nearly a thousand rural electric 
and 600 rural telephone systems. 

This administration, and the Congress, have met every legitimate 
capital need of these REA borrowers—and with record dispatch. 

Budget estimates submitted to the Congress for electrification loans 
for the fiscal years 1954 through 1958, together with funds carried 
over into 1954, totaled $1,030 million. Through May of this year 
loans approv ed during the 5- year period totaled $997 million. 

Sometimes the budget estimates of loan requirements, prepared a 
year or more in advance of congressional action, are at variance with 
actual needs as rid develop. 

One such instance occurred during fiscal 1957, an upsurge of loan 
applications forecast the exhaustion of available loan funds. 

The Rural Electrification Administration, the Department of Agri- 
culture, the Bureau of the Budget, President E isenhower, and ‘the 
Congress all acted promptly and a supplemental loan authorization 
of $200 million was provided. In this and many other ways this 
administration has evidenced its strong support of the REA programs. 
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We know of no instance where uncertainty over loan funds has 
led to a slowdown in new construction. During calendar years 1953 
through April 30 of 1958, REA has advanced $959 million to its 
electric system borrowers. Unadvanced funds totaling $576 million 
are available now under approved loans. 

Procedures inaugurated by REA under this administration have 
expedited substantially the processing of loan applications, and have 
made it possible to hold the backlog of applications to a minimum. 

Electrification loans for the past 5 full calendar years and for 
calendar 1958 through April 30 total $1,072 million. 

The annual dollar total of loans climbed steadily from $145 mil- 
lion in 1953 to $2,296 million in 1957. 

That portion of the loan funds going for generation and trans- 
mission showed a sharp percentage climb. In 1953 some 16.5 per- 
cent of the total loans went for generation and transmission, and 
this percentage advanced steadily to 40.6 percent in 1957. 

So far this calendar year the percentage of dollars going for gen- 
eration and transmission is at 28.4 percent and the average since Jan- 
uary 1, 1953, stands at 30.3 percent. 

What this means is that REA is paying more attention to the 
power supply needs of the rural electric cooperatives than ever be- 
fore in the history of the program. 

In the face of rising costs in almost every field of business and 
industry, the cost of wholesale power to REA-financed electric sys- 
tems is down from 0.78 cents per kilowatt-hour in fiscal 1953 to 0.71 
cents in fiscal 1957. This is a reduction of nearly 10 percent in whole- 
sale cost. 

Consumers on rural lines paid an average of 2.51 cents per kilowatt- 
hour in calendar 1957, an alltime low, and a reduction of about 14 
percent from the 2.92 cents of 1953. 

In 1953 the average monthly use of electric power by consumers 
on the lines of REA-financed rural electric systems was 250 kilowatt- 
hours; in 1957 usage had climbed to an average of 364 kilowatt- 
hours. The kilowatt is in fact the farmers’ most inexpensive hired 
hand. 

The increased use of electric power by individual consumers has 
brought a tremendous advance in the revenues of the rural electric 
systems. 

In calencar 1953 they sold 11.8 billion kilowatt-hours, and had 
revenues of $363 million; in calendar 1957 their sales aggregated 
19.6 billion kilowatt-hours and their revenues were $529 million. 

This growth in sales was accompanied by an increase in the num- 
ber of consumers served from 3,858,396 to 4,466,709. Miles-of-line 
energized increased from 1,244,645 to 1,405,089. 

During the past 5 years REA has worked closely with these rural 
systems to improve their economic well-being and their ability to 
serve their communities. 

On January 1, 1953, the systems had a net worth of $161 million: 
on January 1 of this year $436 million. 

On January 1, 1953, 45 electrification borrowers were delinquent 
in the amount of $718,000. The first of this year only 6 borrowers 
were delinquent, and the total in arrears was only $123,000. 
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Surely such facts from the record stand as a tribute to the excel- 
lent direction and management of these systems by the farmers and 
rural area businessmen all across the country. I doubt that any 
other Government lending program in this Nation’s history can show 
so proud a record of accomplishment. 

During this 5-year period of financial and service advancement, 
the electrification borrowers have faced—and taken in stride—an in- 
creasing level of loan payments. Their interest payments in 1953 
were $23 million, in 1957, $41 million. Repayment of principal re- 
quired $43 million in 1953, $74 million in 1957. 

In addition to meeting these payments promptly the borrowers 
have paid ahead of schedule, as of March 31 of this year, a total of 
nearly $127 million. 

This is a record of which these borrowers can be justly proud— 
a pride we share with them. 

Shiva the past 5 years the rural telephone program has been 
swung into high gear. In calendar 1953 loans totaled $50 million; 
in 1957 the total reached $76 million, and we anticipate a total of 
nearly $100 million this current year. It is REA policy to give equal 
treatment to all telephone applications regardless of type of organi- 
zation, whether cooperative, mutual, or commercial. 

We have worked closely with these systems to improve their eco- 
nomic position and their ability to serve their communities. 

REA loans to date are mi uking possible modern, dependable dial 
telephone service to 1 million subser ibers, and linking rural America 
with the whole world. 

The benefits of rural electrification and rural telephones have, 
through the years since REA’s inception a quarter century ago, been 
extended to the people of rural America without regard to creed, 
color, or politics. 

From these grass-roots people comes the strength and soundness of 
these programs. The programs have had consistent nonpartisan sup- 
“port in the Congress and from successive national administrations. 
We hope to keep it that way. 

My staff on I will be pleased to answer any questions you or the 
members of the committee may have. 

May I request that Mr. Hamil be heard at this time particularly in 
respect to some specific critical allegations made in recent weeks. 

Thank you, Mr. Chairman. 

Senator Humpnrey. Mr. Secretary, thank you for your very com- 
prehensive statement, which gave you an opportunity to review the 
activities of the Department and the Rural Electrification Adminis- 
tration and its field of endeavor in providing electrical energy. 

T have been consulting here with my colleagues. 

As you know, we originally had the witnesses representing the Na- 
tional Rural Electric ‘Cooperative Association scheduled to testify 
first. It was my view, however, when you asked to be heard today 
that we ought to hear from the Department of Agriculture first, and 
we so arranged it. 

I think now, however, since representatives of the NRECA are here, 
Mr. Secretary, I would like to forego the opportunity as an individual 
Senator of any questioning for the moment and call upon Mr. Ellis, 
the NRECA general manager, to be heard. Then Mr. Hamil, if there 
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are some things in the charges or allegations that are made whic! 
you think ought to be corrected, I would like to hear from you. 

Mr. Hamin. Thank you, Mr. Chairman. 

Senator Humenrey. I know the members of this subcommittee are 
truly interested in obtaining a complete review of the activities unde 
Reorganization Plan No. 1 of 1953 affecting REA. 

It is true we have before us a legislative proposal to work from. 
Whether the proposal is adopted or not is not the most important issue. 
The most important issue is an adequate review of the operations. 

Therefore, I am going to ask my colleagues to forego the opportunity 
for questioning at the moment. I would like to ask Mr. Ellis to 
present his testimony at thistime. And if the Secretary will remain 
can you do that, Mr. Secretary ? 

Secretary Benson. Mr. Chairman, I am perfectly willing to remain 
and agree to your proceeding as you have indicated. 

Senator Humpurey. That is very considerate of you. We will hea: 
from Mr. Ellis now, and then we will ask the Secretary and Mr. Ellis 
and Mr. Hamil to stand by for some questioning before the committee. 

Is that agreeable ? 

Secretary Benson. Yes, Mr. Chairman. 

(S. 2427 follows :) 


{[S. 2427, 85th Cong., 1st sess. ] 


A BILL To insure greater consistency among Federal loan programs, to avoid hidden 
subsidies, and to achieve more effective coordination between Federal loan programs and 
the fiscal and credit policies of the Federal Government 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That notwithstanding any other provision 
of law (1) the interest rate on any loan hereafter made by the Treasury to 
any department or agency of the Federal Government to finance loans made 
by such department or agency shall be fixed by the Secretary of the Treasury, 
taking into consideration the current average market yields of outstanding 
marketable obligations of the United States having maturities comparable to the 
loans made by the department or agency, and (2) the interest rate on any 
loan hereafter made by any department or agency shall not be less than the 
rate the department or agency making the loan would pay if it borrowed from 
the Treasury at the time the interest rate on the loan is fixed, plus an addi- 
tional amount deemed adequate to cover administrative expenses and probable 
losses to the extent consistent with the purposes of the loan program. 


Senator Humpnrey. Mr. Ellis, will you proceed ? 


STATEMENT OF CLYDE T. ELLIS, GENERAL MANAGER, NATIONAL 
RURAL ELECTRIC COOPERATIVE ASSOCIATION, ACCOMPANIED 
BY KERMIT OVERBY, LEGISLATIVE REPRESENTATIVE, NRECA; 
AND DR. PAUL NELSON, STAFF ECONOMIST, NRECA 


Mr. Exxis. Mr. Chairman, and lady and gentlemen of the commit- 
tee, my name is Clyde T. Ellis. I am genera] manager of the Na- 
tional Rural Electric Cooperative Association. 

First, Mr. Chairman, may I thank you for the procedure you have 
just adopted in permitting the rural electric systems to state their 
case. 

In the room are representatives of many rural electrification systems 
from several States. They had made their plans to come and be here 
for presentation on this day. 

It is difficult, as you know, for them to be away from their farms 
and their electric systems very long. These directors are nonpaid 
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members of the boards of the rural electrification systems, and it is a 
great economic burden for them to come. So we appreciate your 

—— a procedure that will enable them to be heard as early as 

ossible. 

7 NRECA is the national service organization of the rural electric 
systems which are borrowers of the Rural Electrification Administra- 
tion. We represent more than 90 percent of these systems which 
serve about 4 million farms and other rural establishments in 44 
States and Alaska. We estimate that some 12 to 16 million people 
have light and power because of the service rendered by these member 
systems. 

“I am appearing before this committee in support of S. 2990. I 
am doing this at the direction of the NRECA membership. At the 
most recent national annual meeting of the association on February 
3-6, 1958, at which we had more than 6,000 of the rural electric 
system representatives registered, the membership unanimously passed 
a resolution which declares that REA can no longer function effi- 
ciently and effectively as a result of the reorganization of REA by the 
Secretary of Agriculture. 

The resolution goes on to endorse the bill you have before you 
specifically to restore to the REA Administrator the powers he had 
before passage of the 1953 reorganization plan. 

This resolution is exhibit 1, and a part of my statement for the 
record of this hearing. 

Senator Humrurey. It will be received for the record at this point. 

(The document follows :) 

J Exurpit No 1 


RESOLUTION AT THE 16TH ANNUAL MEETING OF THE NATIONAL RURAL ELECTRIC 
COOPERATIVE ASSOCIATION, Datias, TEX., Fesruary 3-6, 1958—REorRGANIZA- 
TION PLAN No. 2, UNrTED STATES DEPARTMENT OF AGRICULTURE 


Whereas the current Secretary of Agriculture has violated the trust of the 
Congress in regard to the changes he has made in the structure and functioning 
of RBA; and 

Whereas REA can no longer function efficiently and effectively as a result 
of this action by the Secretary of Agriculture; and 

Whereas this situation has been brought about by passage of the Reorganiza- 
tion Plan No. 2 of 1953 ; and 

Whereas Senator Humphrey has introduced a bill (S. 2990) providing “That 
section 1 of Reorganization Plan Number 2 of 1953 shall not hereafter apply 
to the Rural Electrification Administration, and there are hereby transferred 
to the Administrator of the Rural Electrification Administration all functions 
which were transferred from the Administrator to the Secretary of Agriculture 
by such Reorganization Plan”: Now, therefore, be it 

Resolved, That we support 8S. 2990 which would rectify the situation. 


Mr. Exits. Since I intend in this statement to be both pointed and 
plain spoken, perhaps I should preface my remarks with a few words 
about my own background in this program. 

My interest in it goes back through the years to the very beginning. 

Asa farmboy, I grew up and lived where there was no electricity. I 
feel that I know, like many millions of others, the drudgery and 
dreariness of a farm home without electricity. 

My first opportunity to make a contribution to the rural electri- 
fication program came after I had been elected to the Arkansas Legis- 
lature. I introduced and helped pass what became one of the first 
of the State model acts assisting the REA program. 
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Thereafter, as a member of the United States House of Representa- 
tives for 4 years, my interest in REA continued and I had the privilege 
of working shoulder to shoulder with many of the early-day friends of 
REA. 

Since 1943, with the exception of 2 years in the United States Navy, 
I have been General Manager of NRECA. 

Mr. Chairman and lady and gentlemen of the committee, I would 
like to develop my statement around these three major points: 

First, that the Secretary of Agriculture’s action with regard to 
REA is a breach of faith with the Congress and, indeed, with all 
of us who are concerned that REA be permitted to operate efficiently 
and effectively. 

Second, the REA and the rural electrification program have been 
hurt by this change and I fear we have yet to feel the full effects 
unless Congress acts promptly to prevent further erosion of REA, 
as it can do by passing this bill. 

Third, that the usurpation of the REA Administrator’s power is 
only one segment of what we can now plainly see is a master plan 
to drain REA of its life and vitality. 

In the last year there have been so many interpretations of what 
the Reorganization Act of 1953 means that I wish at this point to recall 
some of the statements made 5 years ago when the act was under 
consideration. 

This is important, I believe, because it will give us some indication 
of what Members of Congress, the Secretary of Agriculture, and 
others thought the words meant then. 

For example, Senator Russell, of Georgia, in testifying before the 
Senate committee considering Reorganization Plan No. 2 of 1953, 
expressed concern. He said that, in considering any reorganization 
plans, Congress was entitled to know what functions or agencies were 
to be subordinated: or when one’s authority was to be enlarged or 
expanded to cover that of another function that was specifically created 
by the Congress. 

Continuing, the Senator said that under the Reorganization Plan 
of 1953, as proposed. Congress had no assurance whatsoever that it 
would be informed about any action until after such action had taken 
place and then that Congress could read about it in the morning paper. 
The Senator from Georgia said that he was not objecting to any rea- 
sonable reorganization plan, but that he did object to the passage of 
any legislation which would be— 


henceforward practically nullifying any influence of the Congress over the 
nature and of the functions of the Department of Agriculture. 


Let me read one more of Senator Russell’s statements at this time: 


I just do not want to buy a pig in a poke. I do not know what is proposed 
here. In other words, if we were to get a Secretary of Agriculture in the good 
year of 1965, let us say, who proposed to abolish the Rural Electrification Admin- 
istration, I think the Congress ought to have a right to vote on that reorganization 
plan before they abolish it, or before they subordinate it or stifle it where it 
cannot operate. 


Mr. Chairman and members of the committee, in my opinion this 
is exactly what has come about. The Secretary of Agriculture has, 
in effect, abolished the functional activities of the REA Administrator, 
as the great Senator from Georgia predicted. The record will show 
that Senator Russell was not the only one concerned ; Senators Murray 
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of Montana and Johnston of South Carolina expressed similar views. 

There were other Senators, however, who felt the reorganization 
plan provided adequate safeguards for informing the Congress of any 
proposed change. For example, Senator Aiken of Vermont was re- 
assured by the fact that, in his words— 

* * * we have the Secretary virtually giving notice that he will make public 
his plans for major changes. 

Senator Anderson of New Mexico, speaking as a man who had for- 
merly served as Secretary of Agriculture, found reassurance, too, in 
what he interpreted as a requirement in the 1953 legislation to consult 
with the Congress. 

Senator Anderson stated : 

It requires the Secretary, to the extent practicable, to give appropriate advance 
public notice of delegations of functions, and to afford opportunity for interested 
persons or groups to place their views before the Department. In view of this 
very clear mandate, it would be most unrealistic to think that any Secretary of 
Agriculture might disregard the will of Congress by using the “to the extent 
practicable” provision as an excuse to avoid the notice of hearings. Actually, 
hearings should generally be required. This is a sound provision which will 
insure careful consideration of any proposed transfers or delegations. 

Also speaking in favor of this reorganization plan was Clifford R. 
Hope, Congressman from Kansas, and one well qualified to speak on 
agricultural matters. Mr. Hope made the point, too, that the Secre- 
tary would be required to give public notice of important changes and 
to make available the opportunity for interested persons to be heard 
when any such changes were to be brought about. 

Speaking for himself, the Secretary of Agriculture, Ezra Taft 
Benson, had the following important points to make concerning the 
1953 Reorganization Plan: 

It was his intention, he said, and the intention of the United States 
Department of Agriculture, to— 
consult with Members of Congress and with the farm organizations and other 
interested groups. We do not expect to make any major changes in organization 
without full consultation and advice. 

Mr. Benson further said that, to give assurance of carrying out 
this intention, the reorganization plan provides in section 4 (b) for 
appropriate advance public notice in any case of major change. He 
said that interested persons and groups would be given an oppor- 
tunity to place their views before the Department. 

Further, the Secretary stated in his testimony that he would con- 
sider himself not only out of order, but foolhardy, to ever attempt 
to interfere with the prerogatives of the Congress. Instead, he would 
consider it his function and purpose to defend these prerogatives, 
and see that the purposes and objectives of the Congress regarding 
the Department of Agriculture were carried out. 

Concerning the Rural Electrification Administration and its func- 
tions, Secretary Benson said that he had not reached any conclusions 
and that any of the important functions of REA would be distributed 
to any other agency or agencies. 

He went on to say that he had no intention of weakening the 
service which REA was rendering. But, if and when he had in 
mind any major changes, he would certainly consult with the Con- 
gress before any such steps were taken. 
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Despite those assurances from the Secretary and others, the Na- 
tional Rural Electric Cooperative Association opposed the Reorgani- 
zation Plan No. 2 of 1953, just as we had opposed the reorganiza- 
tion plan in the prior administration that was proposed but not passed, 
as you know. 

At that time I stated for the association—that is, concerning the 
1953 proposal—that we were unalterably opposed to section 1 of 
the proposed Reorganization Plan No. 2, which provided that all 
functions not at that time vested in the Secretary of Agriculture 
would be transferred to the Secretary of Agriculture. In comment- 
ing on this provision, I stated that it could seriously jeopardize the 
semi-independent and semi-autonomous status of REA. 

Further, I stated that all of the— 
powers and functions which are now vested in the Office of the REA Admin- 
istrator would be transferred to the Secretary of Agriculture. This is con- 
trary to the language and intent of the Rural Electrification Act, and contrary, 
we believe, to the best interest of the Government, the rural electric systems, 
and the farmers served by those systems. This provision, in effect, makes the 
Secretary of Agriculture the de facto Administrator of RBA * * * 

It seemed to us at that time, and I so stated, that if this reorgani- 
zation plan were approved, it would have the effect of transferring 
authority of the Rural Electrification Administration to a Secretary 
of Agriculture, who, by the very nature of the office, is admittedly 
a temporary, political appointee. The effect of such a change, we 
felt—and still feel—is to subject the rural electrification program to 
the “vagaries and pressure of partisan political activity.” 

Senator Symineton. You have that in quotes. Where do you get 
the quotes ? 

Mr. Exxis. I am quoting from what I said to the committee at the 
time the proposal was under consideration. 

Senator Symineton. That is where it came from ? 

Mr. Exuis. Yes, Senator. 

I called attention to the fact that the Congress very wisely pro- 
hibited such political activities in section 9 of the original REA Act. 
This section provides for nonpartisan administration. It specifies 
that in the selection of employees and officials and in the promotion of 
these officials and employees no political test or qualification shall be 
permitted or given consideration. Employees and officials engaging 
in partisan activities are subject to severe penalties. 

I want it to be noted that the witnesses at those 1953 hearings dealt 
very specifically with one highly significant question: Did the pro- 
posed legislation give the Secretary of Agriculture autocratic powers 
over REA? This concern was pinpointed in three different ways: 

One group of witnesses said they were very fearful that the plan 
would permit the Secretary of Agriculture to tamper with REA. 

Another group said that the plan contained safeguards so that there 
could not lawfully be any tampering with REA without adequate 
notice. 

Then there was Secretary Benson himself. He said he had no 
ideas whatsoever of tampering with REA. And, furthermore, if he 
ever got such ideas, he certainly would not act without first discussing 
his plans with Congress and interested farm groups. 

at was the background against which the Congress gave the 
Secretary of Agriculture the powers he sought. 
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What happened ? : 

For some reason, 4 years were permitted to elapse before the Sec- 
retary of Agriculture applied his new authority to REA and the REA 
Administrator in any far-reaching fashion. 

Then, last summer we learned, long after the fact, what later was to 
be confirmed as a fact: That the Gecemar of Agriculture in early 
June had secretly directed one of his office assistants to review for 
him all REA loans to new borrowers and all REA loans vf over 
$500,000, before the fact, before they were made. 

Don’t get the idea that this is a meaningless shuffling of applications 
as they come into REA. What REA has to send to the cor 
Office for approval is the complete loan packet, complete except for the 
final signature of the REA Administrator. 

These loan papers have been gone over, in each case, by the loan 
section. They have been examined and signed by the area director. 
They have been inspected for legality and signed by the general coun- 
sel’s representative. They have been studied and found ready for 
approval by the Assistant REA Administrator. Every one of these 
people, specialists in their own field, has to determine to his own satis- 
faction that the loan is in accord with the law and REA policy, so 
that he can conscientiously sign the loan recommendation. That’s 
the packet, together with all the supporting facts and evidence, that 
goes to the Secretary’s Office. 

Let me emphasize this because it is a basic point : 

The Secretary of Agriculture had, without public notice of any 
kind to Congress or to interested farm organ'zations—including the 
National Rural Electric Cooperative Association—taken from the 
REA Administrator and had placed in the hands of one of his own 
staff the final authority over the making or not making of many of 
the most important REA loans, that is most of the loans, in fact. 

First confirmation of the new loan procedure came not from the 
Secretary or his press office or the Federal Register, but from one of 
our association members. The manager of this rural electric coopera- 
tive told us: 

I had a pending loan application that was supposed to be approved before the 


end of the fiscal year 1957. However, it was not, and on July 5 I called REA to 
inquire what the holdup was. 


The office said that they had been requested to supply additional information 
on the loan application under a new policy that required approval of the Secre- 
tary of Agriculture on all loans over $500,000. 

That was the statement of a co-op manager. We repeatedly con- 
tacted the officials concerned, but neither the Secretary of Agriculture 
nor REA would confirm or deny that a change in loans procedure had 
been made. It took persistent inquiries over a period of several weeks, 
as you and many other Members of Congress now know, I believe, to 
obtain admissions that the new order had been put into effect. 

Why were the officials at REA and in the Secretary’s office so re- 
luctant. to discuss this matter, even to admit the fact? Why such 
secrecy ? 

What was this secrecy intended to hide? This committee cn per- 
form a great service in behalf of upright Government administration 
by finding out what is behind those closed doors, behind all this se- 
recy, emanating, of course, from the Secretary’s Office. 

27304—58——3 
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Why was tlie order given by word of mouth? That is not the way 
Government orders are usually given. Why has the text never been 
publicly announced? To this day, I have never seen the official word- 
ing, don’t know what it is, and I don’t believe that any Member 
of Congress has had an opportunity to see it, either. 

Once the secret was out, once it became impossible to deny the ex- 
istence of the change in REA, the Secretary and all his lieutenants 
sought to maintain that the change is of no significance. 

This was the party line followed by Mr. Kenneth L. Scott, who was 
Secretary Benson’s staff man, and who was chief witness for REA this 
year before the House Appropriations Subcommittee for Agriculture. 

I emphasize he was the chief witness, not the REA Administrator 
who has been demoted. 

When he was asked to explain the new loan procedure, this is what 
Mr. Scott testified : 

A while back, I asked the Administrator if he would send over to me the ap- 
plications for loans amounting to $500,000 or more. I wanted to look them over 
and to get more familiar with the business so that I might be in a better posi- 
tion to talk with him about the general policies of RBA. 

Mr. Scott did not say that he had requested the Administrator to 
send them over, I don’t believe he did, before they were made. 

I have read this statement over many times and to say the least, I 
remain perplexed. These questions keep coming up: 

1. Since Mr. Scott has been associated with USDA for a quarter 
of a century or more, isn’t it likely that he is as familiar as he is going 
to be, to use his own words, “with the business”—presumably mean- 
ing REA? 

2. If Mr. Scott were really doing this to learn the business, why 
does he confine his education to the big loans?) Why doesn’t he pick 
every fifth or tenth loan, or use some other procedure of selecting 
them in order to look at them. 

Why does he have to look at them before they are made when he 
could learn just as much after they are signed ? 

3. We understand that a goodly portion of the review work is 
done by Mr. Scott’s assistant, a politican by the name of Wesley 
D’Ewart, a former Member of Congress, who incidentally has not 
been conspicuous for his friendship toward REA. . 

When the President nominated him as Assistant Secretary of the 
Interior, Mr. D’Ewart, I am speaking of, the Senate would not 
approve him. 

Then if the purpose of the review procedure is to educate Mr. Scott 
in the ways of REA, what is Mr. D’Ewart’s contribution to this 
education ? 

I cannot believe that the responsibilities of the REA Administrator 
are being curtailed simply for the purpose of helping someone become 
more familiar with the business. 

As a matter of fact, the whole attempt to make the new order seem 
insignificant is nothing more nor less, in my opinion, than a deliberate 
fraud. When secrecy failed, it was followed by deceit. 

Despite sweet talk to the contrary, the downgrading of the REA 
Administrator is a major change in REA. And there is ample 
evidence to prove it. I will cite the following example: 
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First of all is the new loan procedure itself which I have already 
mentioned. The Secretary has taken from the REA Administrator 
the final authority to approve the most important loans and he now 
exercises this sithaviig himself through a lower ranking employee 
on his own personal staff, who, in turn, uses a still lower ranking em- 
ployee to do the reviewing. 

The Secretary has said that the REA Administrator still has the 
final say about approving loans. We submit that this is ridiculous 
on its face, and I am going to quote from Secretary Benson’s own 
words in his letter to Senator Humphrey dated August 30, 1957,° to 
show why. 

He says,” * * * there has been no reorganization of REA.” 

In the fourth paragraph, he says he has had the authority all along 
to request the REA Administrator to submit loans for review. 

Further on he says—and he has a court citation to back it up— 
that “direction and supervision” are synonymous with the word 
“control.” 

Notice how he is tightening his control of REA paragraph by 
paragraph. 

And still further on in the letter to Senator Humphrey he says in 
1953 he was given all—and he underlines “all”—of the functions of 
the heads of the agencies, including REA. 

Doesn’t this make any claim that the Administrator still has 
“final” authority seem a bit ridiculous ? 

However, my point is that the Administrator’s powers were taken 
from him—powers he had been exercising until about a year ago. 

Now, let’s go to the second example of the downgrading. 

The Administrator has been superseded as the primary spokesman 
for REA, even before committees of the Congress. This year, for the 
first time in my memory it was not the Administrator, but an employee 
from the Secretary’s staff who served as chief witness when REA 
appeared before the House and Senate Appropriations Committees, 
and I have reason to believe that this change was not of the making of 
the committees concerned. 

Third, the REA Administrator has been largely ignored in the de- 
velopment of basic REA policies. This is the only conclusion to be 
drawn as you read the testimony of the House Appropriations Sub- 
committee hearings when the administration’s new REA proposals 
were discussed, and I would urge the members of this committee to 
read the testimony this year of those who appeared before the Appro- 
priations Committees of the House and Senate with regard to the REA 
fund. 

Senator Humpnrey. May I interrupt to say that the subcommittee 
has available the House Appropriations Committee report to accom- 
pany H. R. 11767, the Department of Agriculture appropriation bill 
for 1959. On pages 28, 29, and 30 there is a discussion of the Rural 
Electrification Administration which, I suggest most respectfully, 
would be well for each member of the subcommittee to read. At the 
staff’s suggestion, I shall insert that part of the House Appropriations 
Committee report in the record at this point. 

(The information referred to follows:) 

* a” * * * * 1 





8 See p. 12. 
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RURAL ELECTRIFICATION ADMINISTRATION 


The Rural Blectrification Administration was established by Executive order 
in 1935 to make loans for the extension of central station electric service to un- 
served rural people. The agency was continued by the Rural Electrification Act 
of 1936 and became a part of the Department of Agriculture in 1989. In 1949, 
the act was amended to authorize REA to make loans for the purpose of furnish- 
ing and improving telephone service to rural areas. Loans for construction of 
electric and telephone facilities are self-liquidating within a period of not to 
exceed 35 years, including interest. 

Loan authorization—The budget for fiscal year 1959 proposed $150 million 
for rural electrification loans and $56 million for rural telephone loans. From 
information supporting that budget it might be presumed that those estimates 
represent the loan requirements for these purposes for a full year. Testimony 
developed during the hearings, however, discloses that the sums requested are 
Approximately one-half the amounts necessary to cover loan needs for the full 
fiscal year. 

The loan fund estimates submitted to Congress in the regular budget in Janu- 
ary were based on the assumption that Congress would enact into law proposed 
legislation which provides that the local REA cooperatives will obtain a portion 
of their loan funds in the future by borrowing from private sources. The prin- 
cipal provisions of this bill, recommended by the President and the Secretary of 
Agriculture, but not yet officially introduced by any Member of Congress, appear 
in the hearings on pages 1847—1848 of part 3. 

It is to be noted that, under the terms of this proposed legislation, the oper- 
ating costs of the REA cooperatives would be increased through a substantial 
increase in interest rates. Further, the legislation would increase the Govern- 
ment’s liability to the private lenders and would make it possible for the first 
lien, which the Government now has on the approximately $3.6 billion in assets 
of the REA cooperatives, to be surrendered to purchasers of the debentures or 
bonds issued by the REA. This could lead to the taking over of this great pro- 
gram by foreclosure by the purchasers of the bonds or debentures and could 
result in the complete loss of these valuable assets to the Federal Government. 

The committee wishes to go on record at this point as strongly opposing any 
such proposed change in the law. It can see no possible benefits to the REA 
cooperatives and it can foresee the possibility of enormous losses to the taxpay- 
ers if such legislation were adopted. It is to be noted that so far no one has 
introduced such proposed legislation in the Congress. 

The committee is of the opinion that the REA program as it now exists is sound. 
It has extended electric service to rural America to the point where 95 percent 
of all rural residents are now served. It has furnished electric power for agri- 
cultural purposes at a cost which agricultural producers can afford. Further- 
more, it has set an enviable repayment record, in that the rate of repayment on 
loans made to date, including interest, exceeds 100 percent of maturities due. 

The committee can understand why there are some in this country who would 
like to take over the first lien on the properties of this large and successful oper- 
ation. It feels, however, that the interests of the taxpayers must be protected 
against such possibility, since the taxpayers’ money has been used to establish 
this program and build it up to its present level of operation. 

In order to assure that adequate loan funds are available during the. coming 
fiscal year, the committee is recommending $300 million for electrification loans 
and $60 million for telephone loans. In addition, it has provided a contingency 
fund of $25 million for each program, if needed. Based on the best estimates 
available from REA sources, these amounts appear to be sufficient to cover a full 
year’s needs. If applications exceed present estimates, however, the committee 
will consider the need for additional funds at a later date. 

The committee does not feel that its recommendations for this purpose for the 
eoming year should be based on the remote possibility that the proposed legis- 
lation which provides for financing through private sources will be enacted into 
law. It feels that sufficient loan funds should be made available by the Congress 
in this bill to cover all loan applications which will be approved by the REA dur- 
ing the next fiscal year. Since these loan funds will be repaid in full, plus inter- 
est, to the Treasury of the United States, and since no funds are drawn from 
the Treasury until loan applications are approved, regardless of the size of 
authorizations provided by Congress, there is no sound reason for not providing 
sufficient loan authorizations to meet all foreseeable needs. It is pointed out again 
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that these loan funds are secured by a first lien on the lines and equipment of 
the REA cooperatives. 


Salaries and expenses.—For administrative expenses for the REA program, 
the committee recommends the budget estimate of $9,019,000, a decrease of 
$11,950 below the appropriation for the fiscal year 1958. Of the funds appro- 
priated for 1958, $11,950 was placed in reserve and will not be used during the 
current year. Therefore, the amount proposed for 1959 will cover the same 
administrative costs as were required during the fiscal year 1958. 


* * La * * . 


Senator Symineron. Mr. Chairman, may I ask a question purely 
for clarification ? 

Senator Humpurey. Yes. 

Senator Symineron. Mr. Ellis, who is the employee from the Sec- 
retary’s staff that vou referred to serving as the chief witness? 

Mr. Exxis. Mr. Kenneth Scott. 

Senator Symrneton. Thank you. 

Mr. Exis. Mr. Chairman, I urge you not only to read that, but as 
to who did the testifying and who appeared from REA before the 
committees of the House and Senate. I want to read just a little from 
that report, from the transcripts rather. This is page 1866, part 3, 
of the hearings of the House committee : 

Mr. WHITTEN. I believe the record now shows that no recommendation orig- 


inated with the REA in the first instance. Instead this came down as a directive 


and your work came after the fact rather than having initiated a proposal, is 
that right? 


Mr. Scorr. That is correct, Mr. Chairman. 


Fourth, the able REA Administrator has been largely relegated to 
the role of a high-level contact man. Hetravels. He visits borrowers 
around the country. He shakes hands. He speaks fluently and fre- 
uently, and, I might add, very well. He is an able administrator. 
uch dities of course, as he is performing, are important, but are they 
the primary function of the lending agency, REA, whose primary 
function is to make loans ? 

Does this evidence indicate there has been no major change in REA ? 

I ask you, how much greater change can you make than to curtail 
the Administrator’s loanmaking powers and to cut him out of polic 
decisions, and to cut him out of the principal role of the REA Ad- 
ministrator in testifying before the committees of Congress? 

The dire predictions made by Senator Russell and the others in 
testifying against the Reorganization Plan of 1953 have come to pass. 

In 1953 the Congress placed its trust in Ezra Taft Benson’s solemn 
word, and the Congress was doublecrossed, in my opinion. 

Contrary to his promise, the Secretary has made a major chan 
in REA without consulting the Congress, and without consulting the 
farm organizations, without consulting the organization of the rural 
electric systems themselves, and I am informed without consulting the 
organization of the rural telephone systems themselves. 

As the record emphatically shows, he was, and is, thus flouting the 
will of Congress. 

Contrary to his promise, he made a major change in the program 
and he did so without giving any of the interested parties and groups 
notice or opportunity to be heard, as he said he would do. 

Such evil contempt for the rights of people is a departure from the 
American tradition that must certainly alarm every citizen whether 
he is concerned about REA or not. 
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Now just what is the significance of all this? 

Without question, the REA we have known, worked with, and seen 
accomplish so many great things for farmers and rural America, has 
been drastically changed. 

Does this matter ? 

Yes, it matters greatly—to the millions of people whose daily living 
depends upon the blessings of electricity through the REA program. 
It matters greatly to the millions of businessmen, consumers, and 
weer whose economic well-being is tied to our agriculture, and rural 

ife. 

The evidence shows that REA has already been hurt by this change. 
But I say to you that what we see today is insignificant compared to 
what the longterm effect will be. 

Unless something is done about it, such as the passage of the bill 
here under consideration, you can mark this down as the beginning of 
the end of the kind of REA program we have had. 

These are serious charges. But the effects are already being felt. 
Here are just a few of the specifics: 

1. Congressional control over REA has been weakened. 

2. The lifeline of the rural electric systems is being strangled. 

3. Politics has been injected into REA. 

4. REA borrowers have been deprived of direct access to the real 
REA Administrator. 

All of this means one thing: The REA program is right now in 
the process of being dismantled. 

Let me develop this a bit further by detailing the four points I 
just mentioned: 


1. CONGRESSIONAL CONTROL OVER REA HAS BEEN WEAKENED 


Congress set up the REA with an Administrator to be appointed by 
the President and approved by the Senate. Men nominated for the 
position by the President were required to come before a congressional 
committee, and Members of Congress had an opportunity to examine 
the man and his philosophy before he took office. If they did not like 
the President’s nomination they could reject him. As a matter of fact, 
Congress, a Democratic Congress, once exercised this right and refused 
to confirm a nomination for REA Administrator made by a Democratic 
President. 

Through this process, the Congress had a way to keep tab on REA. 
Also, through most of the last 23 years when Congress wanted to learn 
about REA, it would call up and question the Administrator, knowing 
that he made the loans and set the policies, under the law. 

Today all of this has been changed. Congress can still talk to the 
Administrator but what point is there talking with a man who is 
without power or responsibility ? 

We have seen how the Secretary of Agriculture has successfully 
abrogated the power formerly held by both the President and the 
Congress. Formerly, as I have mentioned, the President nominated 
the REA Administrator who had to be confirmed by the Senate before 
he took office. 

Today the Secretary, in effect, does it all by himself. He himself 
appoints the man who exercises for him the most important functions 
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formerly done by the REA Administrator, and that is final approval 
over the loans. 

This man is a lower ranking employee whose position was not 
specifically established by the Congress, whose selection was not 
made by the President, and whose appointment was not reviewed by 
the Senate. 

That’s the kind of change the Secretary has made in REA. 

Through the years, REA was effective because of the close relation- 
ship it has always had with Congress. With this tie severed, the pro- 
gram is damaged in a way that only time can fully demonstrate. 


2. THE LIFELINE OF THE RURAL ELECTRIC SYSTEMS IS 
BEING STRANGLED 


As everyone knows, there are at least two ways of bringing about 
the end of the rural electrification program. One way is to cut off 
the source of wholesale power for the rural electric systems. This 
can be done by tightening up on loans for generation and transmission 
systems which at one stroke eliminates the rural electrics’ own plant 
and its or their bargaining power. The second way is to make loans 
so hard to get or so costly that the rural electric systems can’t keep 
up with load growth and can’t continue to insure dependable service. 

Recognition of these facts of life is particularly important in con- 
sidering the future of rural electrification. The rural electric sys- 
tems are part of a fast-growing industry. The electric-power indus- 
try is doubling its sales every 7 to 10 years. The uses of electricity 
are expanding that fast. In the rural electric field the development 
is even faster. The rural electrics are faced with the challenge of 
doubling loads about every 5 years, much faster than the whole indus- 
try. 

To meet this challenge they must have adequate sources of power 
and to insure this they must be able to build their own generation 
when the necessity presents itself. 

The rural electrics in today’s stage of development are facing tre- 
mendous vertical growth. The horizontal expansion that was so 
dominant in years gone by has given way in large measure to the ever- 
rising use of electricity by those already served. 

This means a constant pressure for larger facilities to keep up 
with the vertical growth. 

Load growth is not the only problem, however. Despite the fan- 
tastic extension of electric lines into rural areas, the job of connecting 
consumers is still not completed. A half million farms, roughly, are 
still in the dark—farm and rural establishments. They need service. 

The rural electrics also face the fact that more and more people are 
moving into the rural areas all the time, as the Secretary stated. __ 

Less than half the people now served by the rural electrics receive 
their major income from formar, These great shifts in rural Ameri- 
ca create problems the rural electrics have to meet if they are to 
maintain the fine record of service they have established, and if they 
are to maintain the fine repayment record on their loans. 

For example, there is the area coverage responsibility. The rural 
electrics and Uncle Sam actually have entered into a covenant on this 
point that we refer to as the area-coverage covenant. 
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The rural electrics agree—they agree in their loan contracts to serve 
everyone, or just as nearly everyone as possible, in their areas. 

The Government’s part of the covenant—and this was made very 
clear throughout the Pace bill hearings in 1944 debates, hearings, and 
debates in the Congress—the Government’s part of the covenant was to 
continue to make the loan funds available. 

A fair look at this entire picture—the growing loads, the new con- 
sumers, the shifting population, the area-coverage responsibility— 
underscores one thing. You cannot choke off rural electric loans 
and expect rural electrification to go forward or even to stay alive. 

For instance, we are having great difficulty today overcoming the 
showing of absorbing the liability to the Government of repayment of 
approximately $185 million of investment to serve farms and rural 
establishments which are now idle. 

Those, the farmers that are left, are having to pick up and repay to 
the Government that $187 million, which was aicpeaitlad to build serv- 
ices, to about a third of a million of these idle services. 

Yet this all is precisely what Secretary Benson has indicated he pro- 
poses to do. And, apparently, he has President Eisenhower’s lees: 
ing. In his letter to Senator Humphrey dated August 30, 1957, Mr. 
Benson explains why he asked the REA Administrator to clear the 
loans over $500,000 with his office. He said, “This action was taken 
in view of the record volume of applications for REA loans * * *.” 

According to an article in the Washington Post on August 21, 1957, 
Benson was quoted as explaining the REA loan-procedure change. 
He gave this explanation for the REA change: 

The Administration has “had a rather tight budget situation,” compounded 
by “an unusual demand for REA loans.” 

In his budget message on January 13, 1958, President Eisenhower, 
after recommending less than half enough funds for REA loans for 
fiscal 1959, went on to say “this cut will result in only moderate re- 
ductions” for 1959 but “more significant reductions” could be expected 
in 1960 and later. 

The purpose is clear—to choke off REA loans. Now, let me give 
you a specific case, and, by the way, I might add here, the President 
never did, all through this Congress this year, change his budget rec- 
ommendation, and Congress had to approve the necessary loans despite 
the fact that the budget requested only less than half enough. 

Secretary Benson’s reorganization of REA came when it did— 
after 4 years of waiting—in order to stop 1 big generation and trans- 
mission loan. This is my opinion. Here you have, in my opinion, the 
issue that triggered the new order. 

I am not the only one who holds to this view. To demonstrate what 
I mean I am attaching as a part of my statement articles by three 
well-known Washington news correspondents, which, we believe, 
follow the facts. 

Exhibit 2: An article by Robert L. Riggs, titled, “REA Head Says 
He Will Approve Indiana Loan if Application’s O. K.” This ap- 
peared in the Louisville Courier-Journal on July 21, 1957. 

Exhibit 3: An article by Gene Wortsman, titled, “Hamil’s Au- 
thority Over REA Now Subjected to ‘Review.’” This appeared in 
the Denver Rocky Mountain News on August 18, 1957. Note the pro- 
gression. 
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Exhibit 4: An article by Jay Richter, titled, “Higher REA Bills 
Coming? They’re in the Offing if the Administration Plans Carry 
Through.” This appeared in the November 1957 issue of Capper’s 
Farmer. 

On the basis of what these gentlemen found through their news in- 
vestigations and what they wrote in those articles and on the basis of 
what I have learned from other sources, I am convinced that the In- 
diana co-ops will never build that generation and transmission system 
as long as Secretary Benson is the de facto Administrator of REA. 

In such a situation, what kind of bargaining power for wholesale 
electricity do the Indiana rural electric systems enjoy? The answer 
is, “None”; and their recent increase in wholesale rates bears this out. 

Tf this can happen to the rural electrics in Indiana, what is to keep 
it from happening in Minnesota, Iowa, Ohio, and everywhere else in 
this country ? 

The relatively small, noncontroversial loans under $500,000 will 
continue to be made. But we must remember that last year these 
small loans accounted for only 20 percent of all the money that 
REA lent. 

Our rural people are at a loss to know how to approach this critical 
problem, They must have loans if they are to stay in business serv- 
ing the ever-increasing needs for electricity. But what standards 
must an application meet? For two decades these standards have 
been sound economics and sound engineering. Now, something new 
has been added, and all of us are fearful. 


3. POLITICS HAS BEEN INJECTED INTO REA 


Despite the efforts of the authors of the REA Act—Republican 
George Norris and Democrat Sam Rayburn—to keep REA as non- 
political as possible, the Secretary of Agriculture now has put the 
program into politics. 

In the first place, the decision to transfer the loan powers from the 
REA Administrator to the Secretary’s Office was a political decision. 
It was agreed upon somewhere between the Secretary of Agriculture 
and the White House. 

We know that the Governor of Indiana sent emissaries in the per- 
sons of the three members of his State regulatory commission to talk 
with Ezra Benson and Sherman Adams at the White House in an ef- 
fort to head off the Indiana loan. Shortly thereafter, the secret, un- 
written order was given to reorganize REA. 

That had all the earmarks of a political payoff then. And it still 
does. There are lots of suspicions, none of which are calculated to 
help the REA. Only last week I was told of a report making the 
rounds that Mr. Benson’s Assistant Secretary, Don Paarlberg, had 
assured his Indiana friends—he is from Indiana, I believe—that the 
Hoosier generation loan would never be made. 

I don’t know whether he made the statement or not. Such stories 
should be run down. If they are untrue, they should be exposed, 
and if they are true, the sooner this kind of political complicity is 
brought to light and eliminated from REA the better it will be for 
the program. 

By means of the reorganization, there has been substituted a po- 
litical for a nonpolitical official to make the REA decisions. 
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As you gentlemen well know, the Secretary’s position is a 4-year 
political job, dependent upon daily political developments and con- 
stantly involved in political activity of one kind or another. 

I do not criticize this. It is just so by nature, by the way the laws 
are set up. 

In contrast, the REA Administrator is appointed for a 10-year term, 
evidently for the purpose of not tying him to any political adminis- 
tration. The law directs him to run his staff and to administer his 
program without regard to political considerations. 

The REA program is hurt by this change. This is not something 
that is at once apparent. It is a cancer, the insidious effects of which 
will sap the strength of the program and, eventually, endanger its 
existence. 

We have already seen the hand of politics in the consideration of the 
Indiana application. 

We don’t know how many other much-needed loans have been 
pigeonholed as a political payoff. 

In fact, we don’t know how far the political poison has spread. For 
example, when will political contributions of one kind or another 
become a requirement for hard-pressed loan applicants? Worse yet, 
how many freedom-loving Americans have been forced to hush their 
voices and camouflage their convictions in order to be sure they could 
get an REA loan in time to prevent power failure? 

Indeed, some of the people we talked with about coming here to 


this hearing expressed fear that there might be recriminations if they 
came. 


4. REA BORROWERS HAVE BEEN DEPRIVED OF DIRECT ACCESS TO THE REAL 
ADMINISTRATOR 


The REA program of the past has been a dynamic program. Here 
was a Government agency geared to action. It demonstrated its abil- 
ity to meet the necessities of the fastest moving major industry in 
America. 

At the time REA was placed in the United States Department of 
Agriculture before World War II, just before, we opposed the move 
on the grounds that the program would be squeezed into the same 
mold along with the service branches and the research laboratories of 
USDA. 

We feared that, sooner or later, bureaucracy would take its toll and 
the dynamic character of REA would be gone forever. 

Secretary Benson’s mandate is now finishing the job started in a 
small way then, back in another—two administrations back. 

For example—and this is an important example—one feature of 
REA of the past that has contributed tremendously to the success of 
the program and its effective service to the rural electric systems has 
been the fast and direct. action that has been possible between REA 
and co-op. Borrowers have been able to deal directly with the man 
in authority whenever their problems justified it. 

The mysterious, unwritten order has changed all that. 

Even Members of Congress have discovered how difficult it is to get 
an answer on a policy question from the Secretary of Agriculture, and 
I can tell you the Secretary of Agriculture’s Office has been absolutely 
unavailable to the rural electric system during this administration. 
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We have requested to see the Secretary and we have been denied that 
permission. We were always able to do it before. 

You don’t need much imagination to figure out what kind of atten- 
tion will be accorded to someone who is not a Member of Congress. 

The REA Administrator is empowered to employ competent engi- 
neers, loan analysts, economists, management specialists and other 
technicians. It would appear logical and obvious that if another 
staff is now to be given authority to make a further review of REA 
loans before they are approved, you will get, as a minimum, a duplica- 
tion of functions, something well known to Government and to some 
extent in business, an addition to bureaucracy that can serve no pur- 
pose other than to hurt REA efficiency and effectiveness. 

The downgrading of the REA Administrator has shaken all sup- 
porters and friends of REA. Many of the gentlemen with me here 
today in this room are representatives of rural electric systems from 
all parts of the country. They have facts that will elaborate on many 
of the points that I have made, but been able only to mention. 

As the concluding part of my statement I want to demonstrate how 
the action by Mr. Benson directed against REA is but one segment of 
a master plan that has been unfolding piece by piece now for several 
years. The reorganization cannot be viewed meaningfully as an iso- 
lated act. There is a definite pattern. 

An examination of this pattern leads to but one conclusion: there 
exists today on the part of some within the Government a concerted 
plan of action designed to cripple or kill REA. 

Let me cite briefly some of the other segments of the master plan: 

First, repeated efforts have been made to increase the cost of financ- 
ing for the rural electrics. 

These efforts began with Mr. Eisenhower’s inauguration in 1953, 
some of them had been going on before. 

But apparently it was soon recognized that the climate was not 
right for an interest rate increase, it was thought. As a result the 
campaign was soft-pedalled until the hard-money policies had a chance 
to take hold. 

With the cost of money driven up, the administration revived the 
drive to tighten the screws on the rural electrics. Early in 1957, 
the President’s Budget Bureau in fact sent to the Congress a draft of 
legislation to do that very job. 

This interest hike bill was immediately introduced by Senator Cape- 
hart in the Senate and by Congressman Hiestand in the House. 


TWO POINTS TO BE NOTED IN CONNECTION WITH THIS BILL 


A. A temporary increase in the cost of money to the Government 
was used as an excuse for proposing the bill. The fact is that the 
REA interest rate takes into account these temporary ups and downs 
in these costs. Over the years REA has actually accrued a profit of 
$48 million to the Government, from existing REA interest rates. 
an figure is not mine. It is from REA’s own annual report to the 

ongress. 

B. The Budget Bureau’s bill would increase the REA interest rate, 
not to the cost of money even at its last year’s peak, but 2 to 3 times 
that amount. 
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We will demonstrate that later. Obviously, there was some other 
motive than the alleged pay-your-way theory behind the bill. The 
motive of the administration in submitting the bill to the Congress, to 
the committees of the Congress, in our opinion, was to stifle REA 

This is a part of the master plan. 

— wholesale power costs have been jacked up wherever pos- 
sible. 

mpereseeeety 400 REA borrowers—nearly half of them all—de- 
pend upon Federal multipurpose river projects for all or part of their 
wholesale power. In fact, without such sources of wholesale power, 
rural electrification in many areas of the country would never have 
been possible. 

As I have already mentioned, you have only to increase the costs 
of this power and you stab the rural electrics in the heart. Fully 
aware of this fact, Mr. McKay, Mr. Aandahl, and Mr. Seaton, among 
others at the Intterior Department, have worked insidiously to raise 
Federal wholesale power rates to the rural electric systems. 

The most notable breakthrough so far has been in the Southwest, 
where they succeeded recently in instituting a new cost-allocation 
formula for the Federal multipurpose SDA project. The effect was 
simple: a 2714 percent increase in the wholesale power rates for the 
rural electrics getting power from the Southwest Power Administra- 
tion, which sells the power from the dams. 

It may seem strange to some people that this rate increase was not 
applied to power companies buying power from SPA nor to indus- 
trial loads. It doesn’t seem strange to me; it fits too well into the 
master plan. 

Third, development of wholesale power sources has been stifled, 

As this country grows and as rural areas me their use of power, 
more and more power is needed. Senator Ellender has told us how 
Russia is developing her water resources in a crash program that will 
soon surpass the h Sesdlactese development in the United States, with 
power projects often 2 and 3 times larger than anything we have. 

In the face of all this, the Administration has clamped the lid on 
our natural resource development program where power is involved, 

Construction of Federal wholesale power projects has been prac- 
tically stopped except for completion of those begun in prior years. 
Mr. Eisenhower has indeed vetoed two bills containing many self- 
supporting, wealth-creating, pe ge a projects which our people 
worked for very hard, because of their great need for the power 
involved. 

At the same time, the President encourages the Federal Power 
Commission to give the best remaining low-cost hydroelectric sites 
to the commercial electric power companies. 

Fourth, the rural electrics “bill of rights” to their share of Federal 
hydroelectric power has been under constant attack. 

For years through Democratic and Republican administrations the 
so-called preference clause has given the relatively small rural electric 
systems a semblance of equality, but the rural electric cooperatives 
still buy only a percentage of as much power as the commercial power 
companies buy from these Federal projects. 

Mr. McKay set about undercutting this policy the minute he went 
in as Secretary of the Interior in 1953. 
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At one point he was caught redhanded collaborating with a power 
company official in the drafting of Government policies to weaken 
the preference clause. This is a matter of record in congressional 
hearings. 

At another point, things went so far in the Interior Department 
dealings concerning sale of power from the Clark Hill Dam in 
Georgia that even Attorney General Brownell, a cabinet colleague 
of Mr. McKay’s, could not stomach what was going on. 

Here’s what Mr. Brownell said in an official memorandum to the 

Interior Department dated July 15, 1955. This is also a matter of 
record in congressional hearings: 
* * * authorizing the Secretary of Interior to reject a purchase offer by a 
cooperative because it has no presently available means for taking and distribut- 
ing the powers * * * flouts the congressional purpose of section 5 of the Flood 
Control Act of 1944. 

In other words, the Attorney General held that the contract which 
Mr. McKay and Mr. Aandahl were trying to force the rural electric 
cooperatives to accept was illegal. In their own interest, Interior kept 
Mr. Brownell’s memo secret, just as the Benson order was kept secret, 
for 3 months. 

It would still be secret if it had not been for a congressional com- 
mittee uncovering it. 

Fifth, President Eisenhower and Secretary Benson have personally 
urged Congress to squeeze down REA Joan funds, to jack up REA 
interest rates, and to cut Wall Street bankers in on the REA loan 
business. 

These efforts culminated in the presentation to Congress on Feb- 
ruary 17, 1958, of proposed legislation to accomplish this objective. 
That is, the bills were sent by the administration to the Vice President 
and Speaker of the House, who transmitted them to the appropriate 
committees. 

I am attaching to my statement for the record an analysis we have 
made of the contents and effects of this anti-REA legislative proposal. 

(The analysis referred to is on p. 46.) 

Without going into detail at this time, I shall only say that the 
proposal, as our analysis shows, would raise the cost of financing for 
REA borrowers by some 2 or 3 times and would, on the top of that, 
make loans virtually impossible to get. 

Do not take my word alone as to what the effects of this plan would 
be, I quote from Report No. 1584 issued by the House Appropriations 
Committee on March 28,1958. I believe this report was unanimously 
adopted by the committee: 

It is to be noted that under the terms of this proposed legislation, the operat- 
ing costs of the REA cooperatives would be increased through a substantial 
increase in interest rates. Further, the legislation would increase the Govern- 
ment’s liability to the private lenders and would make it possible for the first 
lien, which the Government now has on the approximately $3.6 billion in assets 
of the REA cooperatives, to be surrendered to purchasers of the bonds or deben- 
tures and could result in the complete loss of these valuable assets to the 
Federal Government. 

The committee * * * can see no possible benefits to the REA cooperatives and 


it can forsee the possibility of enormous losses to the taxpayers if such legisla- 
tion were adopted. 


This statement, as I indicated, is from the official report of the 
House Appropriations Committee scarcely 2 months ago. 
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This proposed legislation is but another segment of the master plan 
for killing off REA. To show how Secretary Benson’s action last 
summer and the legislative proposal coming from his office to the 
Congress in February tie together, just take note of the fact that the 
proposed legislation does not mention the REA Administrator, except 
in one case, when it is for the purpose of indicating he is to be deprived 
of responsibility. But it does mention the Secretary of Agriculture 
many times; the old REA act mentions the Administrator many 
times, and, of course, the new proposal gives the Secretary responsi- 
bility all the way through. 

This is what Congressman Whitten said after looking into the 
proposal : 

The REA associations would be dependent upon actions by the Secretary 
of Agriculture, many of which would have to have approval of the Secretary of 
the Treasury. 

Thus all the segments of the master plan fit together, one with the 
other, into a plan to eliminate REA from the field of rural electrifica- 
tion, and as a mighty force for service in rural America. 

Picture in your mind the big wooden horse of ancient mythology. 
The Trojans to their sorrow found out what it was like to let this 
innocent looking thing inside their gates. 

Reorganization is REA’s Trojan horse. And it is inside the city 
gates now. If the Secretary of Agriculture could take over part of 
REA’s functions last June, what will he take this June or next June? 

Those of us who visualize the great contribution that rural electri- 
fication can yet make to the life and happiness of farmers and other 
rural people say this: Thank God that some of the decisions for 
REA’s future still lie in the hands of the Congress which has enabled 
the program to make such far-reaching social and economic progress 
during the last 23 years. 

Mr. Chairman and members of the committee, on the basis of what 
we see in the present and what we fear in the future, we respectfully 
urge you to pass this bill with all possible speed. 

Senator Humpnrey. Thank you very much, Mr. Ellis. 

We will include in the testimony the exhibits to which you referred 
during your remarks. ' 

(The exhibits referred to follow :) 


Exnurisit No. 2 
{From the Courier-Journal, Louisville, July 21, 1957] 


[Reproduced by the National Rural Electric Cooperative Association, 2000 Florida Avenue 
NW., Washington, D. C.] 


DeEsPITeE ADMINISTRATION PRESSURE REA Heap Says He Wriiut Approve INDIANA 
LOAN Ir APPLICATION’s O. K. 


By Robert L. Riggs, Courier-Journal Washington Bureau 


WASHINGTON, July 20.—The man in the middle of the current fight to make 
Indiana a testing ground for those who want to curb the activities of rural electric 
cooperatives is David A. Hamil. 

He is a Colorado rancher and former State legislator who for a little more 
than a year has been Administrator of the Rural Electrification Administration. 
He is being pulled and hauled by those who want him to give his approval to a 
$42 million loan to permit rural cooperatives to build a generating plant in south- 
western Indiana, and by those who want him to refuse approval so the co- 
ops will have to continue buying their power from the private utility companies. 
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Hamil was one of the organizers of a power-generating cooperative in 
Colorado. Hence it is difficult for the private utilities to argue with him that 
generating co-ops are iniquitous. 


UNUSUAL LENGTHS 


But on the official side, high administration officials have gone to unusual 
lengths to make it clear to the REA Administrator that they would like to have 
him reject the Indiana loan application. 

The Indiana request for funds has the unique distinction of being the cause 
for a summons to Hamil to visit the White House. Out of all the applications he 
has processed in a year, Hamil says, the Indiana case is the only one which he 
has been asked to discuss with the President and his congressional advisers. 

But for all the pressure which goes with a summons to see the President, Hamil 
stoutly insists that he is going to treat the Indiana request in exactly the same 
manner as he has scores of others. 

“If the application meets all the proper tests, and if the money is available,” 
Hamil says, “I will approve the loan. So far as the money is concerned, it is 
available now.” 

The Indiana request has been sent back to that State for filling-in of further 
information, which, Hamil says, is normal procedure in most applications. The 
best guess is that the data will be on hand in time for a decision by Hamil late 
in September or early October. 

It is obvious that Hamil has much on his mind the problem of carrying out 
his duty as he sees it, regardless of what the administration in general, and 
Presidential Assistant Sherman Adams in particular, want done. 

As he talks about the principles that must guide him, he picks up from his 
desk a copy of the law governing his agency. 

“The law plainly says,” Hamil remarks, “that ‘the Administrator is author- 
ized and empowered to make loans.’ It doesn’t say that he acts on the advice of 
his department head, the Secretary of Agriculture. Nor does it say he’s sup- 
posed to find out what the White House wants him to do. 

“IT will face my responsibilities as provided in the law. Of course, the 
President or his representatives can always ask for my resignation.” 

Being asked to resign holds no terrors for Hamil. His ambitions rest, not on 
being a Washington bureaucrat, but on being elected Governor of Colorado or 
Senator from that State. He knows that he can do more to further his political 
ambitions by being in Colorado that he can presiding over a governmental agency 
in Washington. Had he been willing to retire to a political graveyard, he more 
than likely could have received the 9-year appointment as member of the Board 
of the Tennessee Valley Authority. 

The reason so much energy is being put into the Indiana loan application on 
both sides is that the private power companies apparently have come to the con- 
clusion that the climate is right in that State to experiment with the idea of 
clipping REA expansion into the field of generating electricity. 

Just how good the climate is from their point of view is demonstrated by the 
fact that Governor Harold W. Handley sent the chairman of the Indiana Public 
Service Commission to Washington to argue against granting the $42 million. 
REA staff members say that never before in their memory has such an Official 
offered opposition to a loan. 

But even more spectacular was the summoning of Administrator Hamil to the 
White House. 

That event was engineered by Representative Charles A. Halleck, who repre- 
sents a congressional district almost as far removed from the site of the proposed 
plant, near Petersburg, as it could be and still be in Indiana. 

Halleck is, however, the President’s most trusted lieutenant in the House of 
Representatives, taking precedence in that respect over Minority Leader Joe 
Martin. 

The White House visit was made on May 28 at the weekly morning conference 
between President Eisenhower and the Republican leaders in House and Senate. 

Hamil got his summons to attend the meeting from Adams. Accompanying 
him was Don Paarlberg, then assistant to Agriculture Secretary Benson. In 
addition to Halleck, another influential Indiana legislator was present. He is 
Homer E. Capehart, former supporter of the late Robert A. Taft who has 
emerged as Eisenhower’s principal Senate defender on fiscal issues. 
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HALLECK OBJECTS 


Reports from the meeting are that President Eisenhower asked Hamil only for 
a brief explanation of the Indiana loan request. Someone else is reported to have 
asked him his attitude toward the application; but Halleck, for all his willing- 
ness to help apply pressure to the Administrator, objected that such a question 
was improper at that stage. 

The tangible result of the White House meeting was that Capehart, in his 
capacity as ranking Republican on the Banking and Currency Committee, intro- 
duced a bill which would require REA loans and similar Government loans to 
pay an interest rate higher than the 2 percent now authorized by law. 

Whether a further result will be reflected in the action on the Indiana loan 
application is something that obviously is giving Administrator Hamil consider- 
able thought. He is behaving very much like a man who does not care to be 
pushed around. 


EPxurit No. 3 
[From the Rocky Mountain News, Denver, Colo., August 138, 1957] 


HaMIv’s AUTHORITY OVER REA Now SvusBvJEctTep To “ReEvIEW”’ 
(By Gene Wortsman, Rocky Mountain News Washington Correspondent ) 


WasuHineTon, August 12.—REA Administrator David A. Hamil refers all loan 
applications over $500,000 to higher authority for “policy” suggestions, the News 
was told Monday. 

Hamil’s superior, Director K. L. Scott of the Agricultural Credit Service, ad- 
mitted this procedure has been in effect since the first week in June. 

However, he denied that authority to approve or disapprove the applications 
has been taken from Hamil. 

EXTRA STEP 


He called it an “additional step” rather than an “added restriction.” 

The question obviously is a touchy one in the Department. 

Hamil, of Atwood, Colo., is out of town for the rest of August. The Acting 
REA Administrator, J. K. O’Shaughnessy, was skittish. He shied from a direct 
answer when asked how he handles applications over $500,000. 

“Just a minute,” he said. 

In a moment, he replied, “we’ve had a number of loans to come up. This thing 
is now in the Senate. The hearing is to be scheduled with the Secretary (of 
Agriculture) to appear. I don’t think any comment now would be appropriate.” 


HEARING SOUGHT 


O’Shaughnessy had reference to a hearing which Senator Hubert Humphrey 
(Democrat, Minnesota) has been trying to set before his agriculture subcom- 
mittee. 

Humphrey said he has attempted to get Secretary Ezra Taft Benson to testify 
but the Secretary won’t set a date for his appearance. 

Humphrey said he wants to find out if it’s true that Hamil no longer can handle 
applications for loans over $500,000. 

The report was that these loans go to former Congressman Wesley D’Ewart, 
an assistant to Scott. 

I called D’Ewart Monday and asked for his comment on the matter. 

D’Ewart said: “Just a minute, please.” 


SUBSTITUTE SPEAKER 


In a moment, he was back on the telephone. 

“T’ve asked Mr. Scott, the head of this department, to speak to you,” he said. 

Scott said the report that Hamil’s authority had been taken away is “quite 
an exaggeration of what’s actually happened. 

“Under delegation of authority,” he said, “the Secretary asked me to work with 
the REA and the other agencies. Dave Hamil and I talked a number of times 
ibout the situation that he finds himself in.” 

Scott explained the “situation” is that REA is growing as are applications for 

jans and amounts. 
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Also, there is an economy drive on and money loaned from the United States 
Treasury is being held to absolute needs. 

“I told Hamil if he wanted to send over to me applications for loans over 
$500,000 I’d be glad to look at them,” Scott declared. 


NO CHANGE 


This would be another means of keeping himself advised, Scott added. 

“Dave well understands there’s been no change in his authority to approve 
loans,” he said. 

Nor has there been a delegation of Hamil’s authority, said Scott. 

The Director said he looks at the applications if he has time. Otherwise, 
D’Ewart or Harry Thomas, a staff member, looks at them and talks to him about 
them. 

If a policy matter is involved, Scott discusses it with Hamil on a suggestion 
basis. 

“Hamil takes them and does with them as he thinks he should,” the Director 
said. 

Scott was asked if Hamil, if he desired, could stop sending the applications 
to Scott. 

HELPFUL DESIGN 


“He could” Scott agreed. “I have supervision over him. I’m acting for the 
Secretary. Dave's not going to do that * * * if he said he’s just going to drop 
it, I'd be surprised. It’s designed to be 100 percent helpful.” 

After Scott’s explanation, I told him it still looked as though Hamil couldn’t 
act independently. 

“Oh, no,” Scott replied. “I just review them. After the review, this is the 
important thing, if I see a point I think is important policywise, all I do is suggest 
it to Dave. I tell him if it was me I would inquire into that.” 

In addition to this splitting of Hamil’s authority, there have been reports that 
he would be fired after Congress leaves. 

The reason attributed is that Hamil has been too friendly to cooperatives and 
this has distressed private power companies. 

Scott said he knew nothing about any plans to fire Hamil. 


Exnursit No. 4 
{From Cappers Farmer, November 1957] 


HicHer REA Brits Comine? 


They’re in the offing if the Administration plans carry through 
HERE’S WHY 


Benson tightens controls on loans for generating plants 
Budget Director asks Congress to hike interest rate 
Interior Department ups wholesale price for co-ops in the Southwest by 27 percent 


By Jay Richter, Capper’s Farmer Washington correspondent 


Things are happening to REA, and they are going to cost the farmer money. 
In an extraordinary move, Secretary of Agriculture Benson has clipped REA’s 
loan-making powers. The REA Administrator—a man appointed by the Presi- 
dent and approved by the Senate—no longer makes the final decision on REA’s 
highly important loans over $500,000. 

Benscen’s personal staff now calls the plays on the big ones 

The new procedure is actually a means to control co-op generation and trans- 
mission, and goes hand-in-hand with two other Administration drives. One of 
these is to jack up interest charges on REA loans and the other is to boost 
wholesale power rates to rural electric co-ops at Federal projects. 

So here’s the picture—loans harder to get, loans at a higher cost, and stiffer 
rates for wholesale power. 

For you, if you are served by a rural electric cooperative, that ultimately spells 
higher electric bills. 


27304—58—_——-4 
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The story begins a little more than a year ago when Secretary Benson asked 
President Eisenhower to appoint David A. Hamil, a Colorado rancher and legis- 
lator, as REA Administrator. 

Hamil plunged into his new job, and by the end of his first year: 

He approved $300 million in REA loans. This is the biggest loan program since 
Harry Truman days. 

He lent more money to finance cooperative generation and transmission facili- 
ties than had been done in any year, except one, since the REA program began 
20 years ago. 

In making these power loans, he dropped the power company partnership re- 
quirement which had been a mandate since 1953. Under this requirement, rural 
electric co-ops had to arrange tie-ins with neighboring power companies. Co-op 
leaders maintain that these tie-ins many times were of greater benefit to the 
power companies than to the co-ops. 

He publicly endorsed the right of co-ops to serve rural industry. 

Because of these actions, some private power men have complained bitterly 
to the White House. Main target of their criticism is the huge expansion in co- 
operative generating capacity. Relatively cheap 2 percent REA money is giving 
the co-ops a competitive advantage, they argue. 

Such was the background when a group of 18 Indiana rural electric co-ops 
brought Hamil an application for a $42 million loan to build a generating plant in 
southwestern Indiana. 

This is the biggest application ever formally filed with REA. In no time it 
blossomed into a No. 1 test case, 

Hamil told the Hoosier farmers that “if the application meets all the proper 
tests, and if the money is available, I will approve the loan.” 

This was a promise to abide by REA’s long-standing policy in handling loans 
for generation and transmission. Under the policy, applicants must show that 
the new loan will serve either to cut power costs or solve a power shortage. 

The Hoosier co-ops maintain that their $42 million plant “will mean savings 
of at least $17,500,000 in a 10-year period in the cost of delivering power to 44,000 
rural families.” 

Whether or not these are claims REA engineers will determine. 

Meantime, the Indiana loan application has touched off a powder keg. Gov. 
Harold W. Handley, of Indiana, sent three members of the State public service 
commission to Washington to present to Secretary Benson “Indiana’s opposition 
to the proposal.” 

Supporters of the new project are sore, too. They say that a commission which 
is supposed to be an impartial judiciary body took a public position before the 
case was presented to it. 

REA staff members say that never before in their memory has a public service 
official offered opposition to a loan in such a manner. 

Governor Handley’s opposition appears to be centered on the co-op’s use of 2 
percent money “when the Government has to pay 3% percent.” 

Others object to the co-op proposal to serve an aluminum plant., This kind of 
industrial load belongs to commercial companies, they say. After all, an alumi- 
num plant is no farmer. 

The co-ops counter that the aluminum plant is a new customer and “belongs” 
to no one. What’s more, here’s a customer that can now use the surplus power 
the farmers will need in a few years. That’s simply prudent, businesslike opera- 
tion, they argue. 

Not long after the Indiana Governor’s delegation had visited Washington, 
Hamil was summoned to appear at the White House before Sherman Adams, 
assistant to the President. Present were Indiana’s Representative Charles A. 
Halleck and Senator Homer E. Capehart. 

A few days later two things happened : 

Senator Capehart introduced a bill drafted by the administration to increase 
the interest rate for REA loans, 

At the Department of Agriculture, Kenneth L. Scott, who is Secretary Ben- 
son’s assistant for agricultural credit, told Hamil to send all big loan applications 
to the Secretary’s office prior to final action. 

No public announcement was made of this change and more than a month 
passed before word of it leaked out. 

Then Tom Cleavenger, manager of the Southeastern Illinois Rural Electric 
Cooperative at Eldorado, Ill., reported that his co-op’s application for $860,000 
loan was being delayed while additional data was being compiled for Wesley A. 
D’Ewart, who is Scott’s assistant. 
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Congress became interested. Minnesota’s Senator Hubert H. Humphrey, chair- 
man of a subcommittee concerned with the operations of Government agencies, 
said, “This indicates that an entirely new policy has been inaugurated.” 

Humphrey is conceded to have a point. REA was once an independent agency. 
And since being brought into USDA, the record shows, REA itself had passed 
on loans without review by anyone else. 

Benson’s position is that there has been no change in handling REA loans, 
On the other hand, he admits that the reorganization act of 1953 has been invoked, 
and that under this authority loans over $500,000 are being reviewed in the 
Secretary’s office and suggestions passed on to Hamil. 

The $500,000 limit would seem to sharply curtail Hamil’s authority. Last 
year 82 percent of REA’s loan money went out in loans over $500,000. 

ee Secretary told a press conference that Hamil’s power had not been 
curbed. 

Benson explained thta in the current tight-money situation 2-percent REA 
loans are becoming more attractive, and he is looking for ways “to cooperate 
with the bipartisan effort to economize.” 

In an interview with Capper’s Farmer, Scott elaborated on what was back of 
the change. “It was our feeling that the Government budget was tremendously 
high,” Scott explained. “So last spring I said to Dave (Hamil), ‘Dave, here you 
are with a thriving electric industry, and let’s see how we can carry out the 
service that borrowers need and still respect the general view of taxpayers.’ 

“The REA has a tiptop staff over there,’ Scott went on, “that is doing an 
outstanding service job. Dave’s duties take him to the field a lot. So I said I'd 
like to keep in closer touch and visit with him about the bigger loans. 

“I want to emphasize that he still has the final decision. It is not correct that 
Wes (D’Ewart) has had a delegation of Dave’s authority.” 

Scott’s assistant, D’Ewart, is a former Montana Congressman. Rural electric 
people back on his own home grounds say he is remembered there primarily 
for his opposition to the REA program. 

So far Hamil hasn’t been asked to turn down any loans. What he’ll do when 
such a showdown comes is a good question. Normally, when a boss makes 
“suggestions,” that’s it. Hamil has said, “If they don’t like the way I administer 
REA, they can ask me to resign.” 

When and if the Indiana loan gets back to Hamil’s desk for action, these 
questions are all likely to be resolved. 

The administration’s recommendation to Congress to hike REA’s interest rate 
brought out into the open a proposition that had been under the table for several 
years. The current rate, as set by law, has been 2 percent since 1944. 

The administration’s “tight money” policies, however, improve the climate 
for a change. Recently the Treasury finds itself paying more to raise money 
than REA charges to lend it. 

This is a new twist in REA fiscal matters. Over the years, REA loans have 
earned more in interest than the Treasury has had to pay out. 

The co-ops point with pride to this record. Clyde T. Ellis, general manager 
of the co-ops’ national association, says: “The Government has never lost a dime 
on REA loans to co-ops, but it will if this interest increase goes through.” 

When the Director of the Budget, Percival Brundage, sent the administration 
bill to Congress he noted that one of its purposes was to insure that “all of the 
costs involved shall be paid by the borrower who benefits from the loan.” 

This argument has a strong appeal to many, including farmers. As a Farm 
Bureau official said, “The interest rate is a subsidized rate.” But so far all of 
the major farm groups oppose any change. 

“We're convinced that REA is a good investment for farmers and the country,” 
says Herschel Newsom, master of the Grange. “Our position is to keep the 
program as it is, at least until we have more persuasive arguments.” 

Congressman Charles W. Vursell, Illinois Republican, made this statement at 
an agricultural appropriations hearing: ‘The changing of this rate to bring in a 
few more shekels, which would jeopardize to some extent some of the REA 
cooperatives who are not quite so well entrenched financially, would be, in my 
opinion, a blunder * * * which, I feel satisfied, will not be made.” 

The hike in wholesale power rates for co-ops in the Southwest represents a 
notable breakthrough for the Interior Department in its campaign to jack up 
income from preference customers at Federal projects. 

The Federal Power Commission has just approved a 27-percent increase in 
the wholesale rates charged by the Southwestern Power Administration. The 
increase applies only to co-ops and municipalities. 
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Since the rate increase is based on a basic change in figuring costs at multi- 
purpose dams, it is conceded that the same new principle will shortly be applied 
at other Federal power projects. 

This won’t be good news for farmers served by co-ops getting wholesale power 
from TVA, Bonneville, Missouri Basin projects, and the like. 


Exursit No. 5 


NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, 
Washington. D.C. 


ANALYSIS OF ADMINISTRATION REA BILLs 


The administration has asked Congress to pass two anti-REA bills which 
would put Hoover Commission recommendations into effect. The Capehart- 
Hiestand bill would triple financing costs for all rural electrics. The adminis- 
tration’s new Wall Street proposal would provide for Wall Street private 
financing. 

Here are some important features you should know about: 

1. The proposal sets up an alleged “revolving fund.” But this “revolving fund” 
is not a fund, and it cannot revolve. Congress would still have to authorize 
money, as now, to keep this deceptive fund alive. 

2. A so-called loan-insurance scheme is set up, but you would still have to find 
the money you need; your lender would get the insurance. 

3. The Secretary of Agriculture could subordinate your present mortgage in 
order to give your Wall Street lender a higher lien. 

4. The Secretary could sell your mortgage to your enemies. 

5. No leniency is provided—if you fall behind you would be foreclosed. 

6. No refinancing is provided—once you're on the hook, you’re stuck, even if re- 
financing might reduce your interest costs. 

7. Partial advances are out—you would pay full interest on your full loan right 
from the start. 

8. No procedure is set up for deciding who is to get 2-percent money, if any, or 
6-percent money. 

9. The REA Administrator is, in effect, abolished—he isn’t even mentioned in 
what would be the new parts of the law. 

10. The Secretary of Agriculture is the specified official, but by controlling 
financing and rates, the Secretary of the Treasury could still dominate all REA 
policies. 

In a nutshell, this proposal insures nothing but bankruptcy for you. It revolves 
nothing but your system. 


THE REA WALL STREET FINANCING BILL 


On February 17, 1958, Under Secretary of Agriculture True Morse transmitted 
to committees of the Congress, for Mr. Benson and Mr. Hisenhower, a proposed 
bill “to amend the Rural Electrification Act to encourage private participation 
in financing the loan programs.” 

This proposed bill calls for the addition of two new titles to the present RHA 
Act. “Title II1I—revolving fund” and “title [V—insured loans.” The insured 
loans section was described at the Dallas meeting. The revolving fund section 
has been added by the Administration since then. 

The “revolving fund.’—By adding title III to the present RHA Act, the pro- 
posed legislation would establish what is deceptively called a revolving fund. 
Examination reveals that it is neither a “fund” in the usual meaning of that word 
nor does it “revolve” in the manner of a traditional revolving fund. Title III 
is obviously misnamed to make it more palatable. 

Under the proposed legislation, the ‘fund” is supposed to contain the following 
items: loans currently outstanding, collections from borrowers, any new con- 
gressional authorizations, and proceeds from private financing operations. The 
proceeds from private financing operations cannot be more than 50 percent of 
the total of the other items. 


1 See printed report of Clyde T. Ellis, general manager of NRECA, entitled “Stand Your 
* February 4, 1958. 


Ground, 
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At least two items in the “fund” are highly deceptive: (a) the loans currently 
outstanding, and (b) the collections from borrowers. Neither of these can be 
available for new loans. 

Loans outstanding obviously can’t be loaned. What is even more significant 
is this: As soon as a repayment on an outstanding loan is made these collections 
must be sent immediately to the United States Treasury, They are never avail- 
able for new REA loans. 

So, to say collections from borrowers are part of the “fund” is like teasing 
a child by putting money in his piggy bank to get him to go to bed; then taking 
it out again as soon as he’s asleep. 

Part of this sleight of hand is revealed in the “order of priority” in which 
assets of the “fund” must be used. 

saereeae to the proposal, the “fund” must be used in the following order of 
priority : 

First, private lenders must be paid their interest and principal. 

Second, the United States Treasury must be paid principal and interest due it. 

Third, the Secretary of Agriculture must discharge other liabilities he had in- 
curred under the act, such as losses in connection with loans and his costs of 
operation. 

Finally, there could be new loans to rural electric and telephone systems. 
Funds for these new loans would have to come from private lenders and/or from 
any further congressional authorizations. 

By the Administration’s own reasoning the “fund” would “revolve” to an ever- 
decreasing amount as the systems repaid their loans via the “fund” to the 
Treasury, unless the Congress, as now, would continue to authorize new money 
for RBA. Organized confusion. 

Other provisions.—But there are also other and more far-reaching detrimental 
provisions. For instance, the Secretary of Agriculture, as managing trustee of 
the “fund,” would have authority to use any borrowers’ notes which are con- 
sidered as assets in the “fund” to pay off liabilities such as would develop if a 
borrower defaulted. In other words, the Secretary could sell these notes to a 
private lender; the private lender in turn, could sell the paper to a power com- 
pany or its owners interested in holding a rural electric’s mortgage. Thus, a co- 
op that defaulted could effectively end up in the hands of a power company. 

There is no provision for extending payments for delinquent borrowers. Fore- 
closure is the only course. 

There is no provision for refunding or refinancing. Therefore, a borrower 
would be prevented from taking advantage of any drop in interest rates that 
might occur in the future. 

There is no provision permitting a borrower to draw down partial amounts of a 
loan. This means money would be advanced as loaned and would draw interest 
from that date. 

If the REA Wall Street bill is passed and the Capehart-Hiestand interest in- 
crease bill is not passed, then loans from the revolving fund would carry different 
rates of interest depending upon the source of the money. Any loans from new 
funds appropriated by Congress would still be made at the present 2 percent rate. 
Any loans made from private sources would be made at the higher rates of 
interest that the private financiers are expected to demand, plus the service 
charge. 

The proposed legislation does not outline the procedure to be used for selecting 
those borrowers who would be entitled to the 2 percent money, ifany. It could be 
a selective process, subject to discriminations, or it could be prorated among bor- 
rowers as such money may or may not be available at a given time. 

And, in keeping with the powers contained in the Reorganization Act of 1953, 
this bill also removes all effective authority and responsibility from the REA 
Administrator, and places it in the hands of the Secretary of Agriculture, who, 
incidentally, is not bound by the nonpolitical requirements of the REA Act. 

Bonds and debentures.—In order to bring private money directly into the fund, 
the Secretary of Agriculture would be authorized to issue notes, bonds, debentures, 
or other obligations in the name of the fund—up to the amount Congress would 
specify for any given year, but never more in the aggregate than 50 percent of 
the amount to which the fund might be diminished. Assuming all the systems 
paid off their loans, this could be 50 percent of zero. 

And the Secretary of Agriculture could not act without approval of the Secre- 
tary of the Treasury. Thus, the Secretary of the Treasury has responsibility for 
approving (@) when bonds, etc., shall be sold; (6b) the amounts to be sold; (c) 
how long they shall run; and (d@) what rate of interest they shall bear. 
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Since the proposed bill says the obligations are in no manner guaranteed by 
the Government, the interest rates would, normally, run considerably higher 
than the usual Government obligations. Obviously, administration and other 
costs would be added, also. 

Under terms of the proposal, congressional authorization would still be neces- 
sary each year, as now, to increase the Federal money in the fund—or even 
to keep it from diminishing—and congressional action would also be required 
to specify how much of the borrowed private money may be used in any 1 fiscal 
year. 

Insured loans.—Title IV would establish a program of Federal Government 
insured loans from funds made available by private lenders. 

Under this proposal, a rural electric or telephone system needing a loan would 
have to find a moneylender willing to make the loan. If and when the borrower 
finds a willing lender, he would then apply to the Secretary of Agriculture, who 
is authorized—but not directed—to insure the loan if it qualified under such rules 
and regulations as he himself deems appropriate. 

To be eligible for insurance, a loan must bear interest at a rate approved by the 
Secretary of the Treasury plus a service charge of at least 1 percent. The loan 
is also subject to “such other terms and conditions as the Secretary of Agricul- 
ture may determine will encourage participation by private lenders.” Nothing is 
said about encouraging rural electrification. As the REA Administrator has 
stated, without trying to guess the interest rates, interest will fluctuate and vary 
by regions. 

By agreement in the insurance contract, the Secretary of Agriculture will 
service the insured loans. Thus, the banker takes no risk and does not even 
have to worry about loan servicing. 

The insurance service charge will be set by the Secretary to cover adminis- 
trative expenses and create a reserve for probable losses. This is an open-end 
affair. It has a floor, but no ceiling. The charge, says the proposal, shall be 
“an annual charge at a rate equal to at least 1 percent of the outstanding principal 
obligations of the loan.” 

The Secretary will put these insurance charges, along with other specified 
receipts, into a rural electrification and telephone loan insurance fund. 

Subordination.—The proposal to give the Secretary of Agriculture power to 
subordinate present REA mortgages now totaling about $3 billion in order to give 
private moneylenders a first mortgage is a part of title IV. 

The Secretary is prohibited from subordinating prior liens in connection with 
the insured-loan program. Except for this limitation, he may use his authority 
when he finds that (a) the private money may be obtained at reasonable rates 
and terms, (0) the security is reasonably adequate, and (c) the loans will be 
repaid within a reasonable time. 


INTEREST-INCREASE BILL WOULD TRIPLE FINANCING COSTS 


Legislation to at least triple the REA interest rate was sent to the Congress 
last July by the President’s Director of the Budget Percival Brundage, who said 
that raising the interest rate will “encourage substantiation of private financing.” 
Senator Capehart, of Indiana, introduced this bill in the Senate (S. 2427) and 
Congressman Hiestand, of California, in the House (H. R. 8714). 

The Capehart-Hiestand interest-increase bill proposes to give the Secretary of 
the Treasury the power and responsibility to set the minimum rate on loans. 
He is instructed to fix the rate, “taking into consideration the current average 
market yields of outstanding marketable obligations of the United States having 
maturities comparable to the loans made by the department or agency.” 

The bill provides that the agency may charge more than this minimum set by 
the Secretary of the Treasury, but not less. 

The bill also provides that an additional amount shall be added to the inter- 
est rate adequate to cover REA administrative expenses and probable losses. 

By using long-term maturities as a yardstick for fixing the interest rate, the 
bill selects the highest priced of the Government paper as the guide. The Treas- 
ury’s long-term bonds always pay a higher interest than short-term borrowings 
which account for most of the Government’s debt. As of June 30, 1957, only 1 
percent of the total Federal debt was in the form of securities with a maturity 
of 35 years or more. , 

To tie REA interest rates to the long-term cost of money would be downright 
dishonest. Government does not finance that way. Moreover, if the administra- 
tion and Congress are going to insist on regarding RDA loans as expenditures out 
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of income (with which we don’t agree), then it could be argued just as logically 
that, with a balanced budget, there is no interest cost at all to the Government. 


GENERAL CONCLUSIONS 


The administration proposals would emasculate one of the most successful social 
and economic programs ever initiated by the Federal Government. In two dec- 
ades, this program has succeeded in bringing rural America out of darkness. 
Now, President Eisenhower would subordinate the welfare and living standards 
of rural America to the financial welfare of Wall Street—a small group of 
monopoly interests who, since the beginning of the REA program, have done 
everything in their power to destroy the rural electric co-ops and power districts. 

For example, the revolving fund is a fraud. To call it a fund or to say that it 
revolves is outright deception. There will be no more revolving fund under this 
proposal than we now have. At present, repayments of principal and interest are 
transferred by REA to the Treasury, and this will still be the case under the 
proposed legislation. Only Congress could make funds available again—just as 
it does now. So, the only really new feature in this fictitious revolving fund idea 
is to permit the Secretary to borrow some money from his Wall Street friends. 

The cost of financing the rural electric and telephone programs, assuming that 
private funds would be available—an optimistic assumption, at best—would, con- 
servatively, be three times what it is today. 

Following are some of the initial effects on the rural electrification program 
which would be created by President Eisenhower’s proposed amendments: 

(1) The financial destruction of most rural elctric cooperatives, for they would 
be unable to absorb the increased interest costs or to pass the interest costs on 
to their consumers, if they could find a source of money. 

(2) Much higher electric rates for the rural electric consumers on systems 
financially able to survive, thus subjecting to power-company sellout attacks. 

(3) Added drain on local purchasing power in rural areas aS more money 
would be sent out of the community to Washington and Wall Street. 

(4) The death of rural electric generation and transmission cooperatives, thus 
destroying the effective yardstick bargaining weapon of the systems. 

(5) Forcing the REA’s squarely into the realm of politics, because the bills 
would (a) sidetrack the REA Administrator, who is appointed for a 10-year 
term and who is subject to no-politics provision of the original RE Act; and 
(b) in line with the Agriculture Reorganization Act of 1953, pass control of 
REA to the Secretary of Agriculture, who, by law and by practice, is more 
politically motivated and free to do as he pleases. 

(6) Vest in the Secretary of the Treasury, not the Congress, final authority 
over rates of interest and the sale of bonds, and provide him power to dominate 
RBA policies, even though he is likely to know little or nothing about RBA. 


Senator Humrurey. Secretary Benson, you have been very patient. 
T am sure some of the members of the subcommittee would like to ask 
you some questions. We can continue for a little while before the 
joint session of the Congress. If possible, I believe it might be well 
for us to do so. 

Senator Carrnarr. I was going to ask what your plans were. I 
have, possibly, 2 or 3 hours of questioning of Mr. Ellis. 

(Discussion off the record.) 

Senator CareHart. I want to say the allegations that Mr. Ellis 
makes today—accusing people of being crooks and thieves and part 
of master plans to eliminate REA, all the very unkind things he has 
had to say—are unwarranted, and he cannot prove them. I think we 
should get the record straight, and I would like to ask him a number 
of questions. The first question I would like to ask you, Mr. Ellis, 
is, were you a Member of the Congress at one time ? 

Senator Smirxa. Mr. Chairman—— 

Senator Humpurey. May I try to set the committee’s procedure? 

I was just speaking with the ranking minority member of the 
committee, Senator Smith, and it appears to me the procedure would 
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be to question, first, the Secretary, who was the first witness, and his 
associates who are here. 

Mr. Hamil desires to be heard. The Secretary requested he be 
heard, and I think that he should be heard. Could you come back 
this afternoon, Mr. Secretary? 

Secretary Benson. Mr. Chairman, I cannot. 

I had planned only to 12 o’clock. I do have an appointment at 
12:30. But Mr. Hamil and other members of my staff can be here. 
_ Mr. Hamil of course as the Administrator confirmed by the Senate 
is closer to this whole problem than any of us, and I have full con- 
fidence in his integrity and his ability. 

I am sure he can respond to any questions that members of the 
committee may have. I will be very glad to stay for a little while 
and to do what I can. 

Senator Humpnrey. We may want to ask you to come back again, 
Mr. Secretary, but I realize you cannot make these arrangements so 
quickly when you have a schedule established in your office. 

I have 1 or 2 questions that I think will get to the heart of some 
of the matters that have been discussed here. They won’t take much 
time to be answered. 

Senator Lauscne. Mr. Chairman, may I express a view that inas- 
much as there has been presented the affirmative side by Secretary 
Benson, followed by Mr. Ellis, and Mr. Hamil, who seems to be an 
important man in this picture not having yet spoken, I think it would 
give a fine Caakeand of the whole problem that before any cross- 
examination was conducted we heard from Mr. Hamil. 

Then we can place in juxtaposition what each one has said and it 
will enable us to propound questions intelligently and on the basis 
of claims made. 

Secretary Benson. Mr. Chairman, may I say it was with that 
thought in mind that I made my concluding suggestion when I read 
the statement. I do not claim to be as close to REA as Mr. Hamil. I 
do not think anyone can be. 

Senator Humpurey. But you do have responsibility for it, Mr. 
Secretary. 

Secretary Benson. Exactly; I do. 

Senator Humpurey. I think there must be an opportunity to ask 
the Secretary certain policy questions. But, I do not know when you 
can come back again. 

Secretary Benson. I don’t know either without consulting my cal- 
endar, Mr. Chairman. 

Senator Humpneey. If it is agreeable, Mr. Hamil might come back 
this afternoon. 

Senator Symrneron. Mr. Chairman, would it be in order to ask the 
Secretary whether he would like to go ahead and answer some ques- 
tions himself inasmuch as his time is limited, or whether he would 
like to have Mr. Hamil now ere his position. | 

Secretary Benson. I would be perfectly willing and I think I would 


prefer to have Mr. Hamil do it, because he would have more of the 
details at hand and I think he could be of greater help maybe to the 
committee, if he could come back this afternoon when he would not 
be limited in time. ‘ . 

Senator Humpurey. That is correct. We will have him back at 
2: 30 this afternoon. 
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Secretary Benson. Good. 

Senacor Humpurey. Mr. Hamil is available? 

Mr. Hamin. Yes, sir. 

Senator Humpurey. In the meantime for the next 20 minutes I 
think it would be well to ask the Secretary some questions which 
we have on our respective minds. 

I have one question I would like to ask you. 

Who initiated or suggested the loan procedure to which you have 
referred and to which Mr. Ellis has referred ; that is, the review pro- 
cedure at Mr. Scott’s level ? 

Secretary Benson. Well, Mr. Chairman, of course, it is a tremen- 
dous responsibility which we have in the Department of Agriculture, 
and in handling these loans. 

In the Farmers’ Home Administration for some time the applica- 
tions have been reviewed, the larger ones particularly. The Congress, 
as I recall, wrote a provision into the act that all loans of $50,000 or 
more must come to the Secretary’s desk. 

I feel that there is safety in counsel. With the great step up in 
loan applications, the great changes taking place in rural America 
which I outlined in my statement, I though it was just the part of 
wisdom to suggest to Mr. Scott and Mr. Hamil that it might be well 
for them to consult on some of these loan applications. 

There is no order. There has been nothing written. It was simply 
a word of caution that I issued that there be safety in counsel and that 
it might be well for Mr. Hamil as the Administrator to counsel with 
Mr. Scott particularly on the larger applications. 

Now Mr. Scott has had many years of experience in the credit field, 
as has the solicitor who is here. And it is just a question of doing the 
very best job we can in our responsibility to administer the REA Act. 
It is nothing else, Mr. Chairman. 

Senator Hompurey. You say in the FHA 

Secretary Benson. There is no master plan or anything of the sort. 
It is simply an effort to do our job more etlectively and more efficiently. 

Senator Humpurey. You say in FHA there is a statutory provision 
that requires loans of $50,000 or more to be reviewed by the 
Secretary ? 

Secretary Benson. In connection with the special livestock loans I 
am sure that is in the statute provided by the Congress. 

Senator Humrurey. That is right. But is that same language in 
the REA Act? 

Secretary Benson. No; it is not in the REA Act but I think it 
reflects the wisdom of the Congress as expressed in that special 
legislation. 

Senator Humpnrey. Special legislation relating to other types of 
agricultural credit rather than REA? Is that not so? 

Secretary Benson. Yes; that is true. It was other types of agri- 
cultural credit but I think there is a principle stated there which has 
considerable merit. 

In any event, we thought it would be an added safeguard to follow 
the procedure which I suggested. I gave no direction whatever. I 
a suggested it. 

r. Scott and Mr, Hamil were kind enough to feel the suggestion 
had merit and so they followed it. I do not know whether oa fol- 
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lowed it religiously or not; there has not been any compulsion so far 
as I am concerned. 

Senator Humpnrey. Can Mr. Scott overrule a loan that has been 
approved by the REA Loan Section and the Administrator of REA? 

7 ecretary Benson. The question has never been raised that I know 
of. 

Senator Humpurey. Well, let’s have a case, sort of a theoretical 
case. Let’s assume there was a loan request of $2 million which was 
approved by the Loan Section of REA, the area director, signed by 
the Assistant Administrator and approved by the Administrator and 
it came up to Mr. Scott for review and Mr. Scott says, “I do not 
think this is a good loan, and I really do not believe it ought to be 
made.’ 

Whose word is supreme? 

Secretary Benson. Well, there have been, as I understand it, you 
can comment on it if you care to, Mr. Hamil—there have been 1 or 
2 cases where Mr. Scott has raised questions regarding the loans 
but never at any time has the Administrator been prohibited from 
ae the loan if in his best judgment he thought it was wise to 
make it. 

Senator Humpnrey. The question is, Mr. Secretary, that may have 
been the practice ? 

Secretary Benson. Yes. 

Senator Humpnrey. And if that is the practice, you have a good 
record of cooperation ? 

Secretary Benson. Yes. 

Senator Humpnurey. But what I am getting at is let’s assume there 
was a point wherein the REA loan division and all the officials of 
REA approved the loan, and under your order it is brought up to 
Mr. Scott, who is more or less the coordinator of agricultural credit 
services, and he says, “This in my mind is not a good loan,” or he 
has other reasons for wanting to object to the loan and he objects. 

The Administrator of REA is for it, Mr. Scott is against it; whose 
word is supreme ? 

Secretary Benson. I think there is no question but what since 1939, 
when President Roosevelt’s Reorganization Plan No. 2 was approved 
that the Secretary has the authority to refuse loans, to turn them 
down. I have not given such authority to Mr. Scott. I assume I 
could delegate that authority if I wished. 

I have see no particular need for it. It is simply a counseling serv- 
ice which he is performing for the Administrator. If Mr. Hamil 
would like to comment on it I would be very happy to have him do so. 

Senator Humpurey. Senator Smith just indicated to me, and I 
should like to have her pursue it herself if she will on her own time 
here—why don’t you state it, Senator, the way you did? 

Senator Smatru. Mr. Chairman, I just wondered what value came 
from the Scott participation. 

Isn’t it a matter of duplication ? 

Secretary Benson. No, I think not. 

It provides an opportunity for someone who is well trained in the 
credit field, has had long experience in it, who can look at it very 


objectively, sitting down and counseling with the Administrator, I 
think there is safety in it. 
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If there should be serious disagreement they would probably bring 
it to my desk. 

Senator Smrru. But that is after the Administrator makes his de- 
cision, is it not ? 

Secretary Benson. No, not necessarily the decision. 

He has pretty well, I presume, resolved the thing in his mind as 
to what he thinks ought to be done. But oftentimes he has not made 
the decision. He comes in to consult with Mr. Scott before the decision 
is made on the larger loans particularly, the larger applications. 

Senator Sairn. I like the method of checking but I wonder what 
would happen in extreme cases. 

Secretary Benson. In extreme cases where there were difference 
of opinion, if they thought it important enough they would probably 
bring it to my desk. 

Senator Smirn. Mr. Secretary, the one thing we need to get, elimi- 
nate from Government, is duplication or overlapping. 

Secretary Benson. That is right. 

Senator Smiru. There has been too much of it for too long and 
we do not seem to be doing much about it and this seems to be an 
ideal example of extra effort on the part of two people where one 
with the authority and responsibility should carry through with it. 

Thank you. 

Secretary Benson. Let me ask Mr. Hamil to comment on that 

oint. 

He is the Administrator and has been right up against it in this 
whole operation. 

Senator Humpnrey. All right, Mr. Hamil. 

Mr. Ham. Mr, Chairman, I could give a specific example if you 
like, because we have no secrets we are trying to keep in REA. I 
will state for the record a specific case in which Mr. Scott questioned 
my wisdom in making the loan, not in whether or not it came within 
the REA Act. 

It happened to be a loan to the Puerto Rican Water Resources Au- 
thority for generation purposes. There was a difference of opinion 
between Mr. Scott and myself. The loan was made. I have discussed 
loans with Mr. Scott. I can say this for Senator Smith, if I do not 
think the loan should be made it does not go to Mr. Scott’s desk. 

Senator Smirn. But if you do think it should be made you still have 
to counsel with him? 

Mr. Hamtu. There has nothing been said to me that I have to. 

Senator Smirxn. Thank you, Mr. Chairman. 

It just seems to me we ought to be making every effort to stream- 
line rather than to add to the duplication. 

Mr. Hamt.. We are. . 

Senator Humenrey. There is no order that says you have to do it. 

Mr. Hamti. There is no order that I have to send loans to Mr. 
Scott’s desk. 

Senator Humrnrry. I thought the Secretary said he had an order 
— Joans of $500,000 or more and new loans did come to Mr. Scott’s 

esk ? 

Mr. Hamtn. May I speak there? 


Secretary Benson suggested and I have followed that procedure. 
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Senator SyMINGTON. If you were the president of a company and 
you “suggest” to the vice president that he take a certain course of 
action how long do you think he would last if he refused to do it? 

_Mr. Hamm. Well, Senator Symington, I happened to borrow a 
little money from the bank and I know that sometimes the loans have 
gone before the loan committee. 

Senator Smirn. Mr. Chairman, may I ask a question here? 

Senator Humrurey. Yes. 

Senator Smrru. Mr. Chairman, I have just one question to ask of 
the Secretary, if I may, and then I will be very glad to yield. 

Mr. Secretary, is there any need, do you feel there is any need, for 
REA to be under the panionibela Department ? 

In other words, do you feel that it is such an integral part of your 
overall agricultural program that you must retain the administration 
of it under the Department of Agriculture ? 

Secretary Benson. Mrs. Smith, I am not interested in building em- 
pires. 

Senator Smiru. I realize that. 

Secretary Benson. The Farm Credit Administration was at one 
time in the Department of Agriculture. They were getting their 
money from private money sources, not from the Government. They 
had paid back a good part of the Government capital, which they 
used to start operation on, and they were in a position where they 
were reaching the point of complete ownership, and I supported legis- 
lation to move them out as an independent agency. 

And farm organizations supported it. But after 13 years of effort 
we finally got it in 1953. 

If the time should come when REA is largely free of making new 
loans from Government funds and standing on its own feet, that 
might be desirable. I do not know. I would have to consider that 
very carefully, but certainly at the present time, under the Reorgan- 
ization Act of 1939, and under the later Reorganization Act, the 
agency is in the Department and that act places the responsibility 
with the Secretary. 

Senator Smrru. Then what you are saying, Mr. Secretary, is that 
you feel that it is not an integral pert of the farm program ? 

Secretary Benson. Well, yes, I think it is very much a part of the 
farm program. : 

It is in the credit field, and a specialized credit field in telephone and 
electric field entirely, exclusively. ' 

It does not get into commodity loans or anything of that sort like 
the Commodity Credit Corporation, | 

Senator Samira. Thank you, Mr. Chairman. 

Senator Humrurey. I just want to correct the record and then I 
will yield to my colleagues. _ 

You said you had not required Mr. Hamil—— 

Secretary Benson. Yes. 

Senator Humpurey. To pass these loans up? 

In your testimony I only read what you said: 

I have asked Mr. Hamil to refer to the director of Agricultural Credit Services 
for his information and for possible discussion contemplated loans exceeding a 
half million dollars and loans to new borrowers. This request in no way curtails 
the Administrator’s authority for final approval of the loans. 





And then you say: 
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Secretary Benson. I think probably that statement there is even 
a little stronger than what I actually said. 

I made the statement there that I thought it would be good pro- 
cedure, and he took it in good part. 

Senator Humpnrey. What really happens, Mr. Secretary, on these 
loan requests? Do they come up to Mr. Scott or do they not? 

Secretary Benson. Mr. Hamil, you tell him. 

Senator Humpnrey. Mr. Hamil, how many of the loans of $500,000 
or more and how many of the new borrowers loans come to Mr. Scott # 

All of them ? 

Mr. Ham. All of them. 

Senator Humpurey. All right. Why? Just because you like Mr. 
Scott ? 

Mr. Hamin. Just because of the fact that I am an employee of the 
Department of Agriculture. 

It was suggested to me that I follow the procedure. 

I found no inconvenience. Therefore I have followed that pro- 
cedure. 

Senator Humpurey. Do you understand that your requirements are 
that you should pass up to Mr. Scott loans of over $500,000 or 
more and loans for new borrowers—is that your understanding? 

Mr. Hanmi, That is my understanding. 

Senator Humpnrey. That is all. I believe Senator Symington or 
Senator Lausche have some questions. 

Senator Lauscue. I wanted to get the background of the laws under 
which the Secretary states he is operating, and I ask him if I am correct 
in my understanding that in 1939 REA was transferred to the De- 
partment of Agriculture by Reorganization Plan No. 2, and that in 
that law there was contained this section : 

Department of Agriculture: Rural Electrification Administration transfer.— 
The Rural Electrification Administration’s functions and its activities are hereby 
transferred to the Department of Agriculture and shall be administered in that 
Department, by the Administrator of the Rural Electrification Administration 
under the general direction and supervision of the Secretary of Agriculture. 

Now is it the position of the Secretary of Agriculture that under 
that language the ultimate responsibility in the administration of the 
business of the Rural Electrification Administration is his? 

Secretary Benson. Yes, Senator Lausche, I think the language is 
very clear that in the Reorganization Act of 1939 the responsibility 
was placed squarely on. the Secretary of Agriculture in the Depart- 
ment. And the Reorganization Plan No. 2 of 1953 

Senator Lauscue. Let me proceed further. 

Secretary Benson. Excuse me. 

Senator Lauscur. You mentioned the Reorganization Plan No. 2 
of 1953 4 

Secretary Benson. Yes. 

Senator Lauscur. And you say that that directly and unequivocally 
placed upon you the ultimate responsibility ? 

Secretary Benson, Yes, that is true, and it is simply a confirmation 
of the Reorganization Act No. 2 of 1939. 

Senator Lauscue. All right. 











56 AMEND REORGANIZATION PLAN NO. 2 OF 1953 


Now section 1 of the 1953 plan No. 2 reads: 


Transfer of functions to the Secretary—(a) Subject to the exceptions speci- 
fied in subsection (b) of this section, there are hereby transferred to the Secre- 
tary of Agriculture all functions not now vested in him of all other officers and 
of all agencies and employees of the Department of Agriculture. 

Is it that language to which you ascribe what you claim to be your 
ultimate authority in the management of the business of the REA? 

Secretary Benson. That is correct, Senator. 

Senator Lauscue. Now then section 4 reads as follows: 

Delegation of functions.—(a) The Secretary of Agriculture may from time to 
time make such provisions as he shall deem appropriate authorizing the per- 
formance by any other officer or by any agency or employee of the Department 
of Agriculture of any function of the Secretary, including any function trans- 
ferred to the Secretary by the provisions of this reorganization plan. 

Is it through that language that you claim that if you so desired 
you could delegate to any of the persons who have been mentioned in 
the testimony, functions that are assigned to you by the law? 

Secretary Benson. Yes, that is correct, Senator. 

Senator Humpnurey. Senator mipmnington had a question. 

Senator Symineton. Mr. Secretary, I just have a few questions. I 
know the time is short. 

You state: 

The Secretary of Agriculture was authorized to make REA loans without ref- 
erence to any action by the REA Administrator himself. 

Following the line of questioning of Senator Lausche does that 
mean you could run the Department from the standpoint of REA 
loans without consulting with the REA Administrator ¢ 

Secretary Benson. I probably would have the authority, but I can- 
not conceive of my doing it certainly. 

_ Senator Symineron. But you brought it up. I am not bringing 
it up. 

Secretary Benson. No—— 

Senator Symincron. You say in your own statement the Secre- 
tary of Agriculture was authorized to make REA loans without ref- 
erence to any action by the REA Administrator himself. 

Does not that in effect imply or say you feel your authority goes to 
the point you could operate without approval of the REA Adminis- 
ae oe consultation with him, and make loans without any reference 
to him? 

Secretary Benson. You are referring, I think, Senator Symington, 
to the 1939 Reorganization Plan, and a court decision. 

Senator Symrneron. Well, now, is that your understanding of the 
court decision ? 

Secretary Benson. Yes, that is. 

Senator Symrneton. That you could make loans without reference 
to the REA Administrator ? 

Secretary Benson. Under the 1939 Plan I think that is correct. 

Senator Symineron. Thank you, Mr. Secretary. 

I just wanted to bring out the point as to your belief of how it 
could be handled. 

Now do you think there is any legislative history which belies that: 
position of authority on your part? 
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Secretary Benson. Well, I would like to refer that to our General 
Counsel. I don’t know of any. 

Senator Symineron. Did you think the Congress, based on the leg- 
islative history, would approve of your opinion as to the extent of your 
authority in this case ? 

Mr. Farrrneton. Are you speaking to me? 

Senator Symrneron. I was speaking to the Secretary, but he can 
refer the question to you. 

Mr. Farrineron. I believe they would, Senator Symington. I don’t 
conceive of any such arrangement being made, but I think the power 
is in the Secretary of Agriculture to do it. 

Senator Symrneron. I just wanted to get it straight. 

Thank you very much. 

One other point. Mr. Secretary, in the statement of Mr. Ellis, he 
quotes you as saying that it was your intention to consult with Mem- 
bers of Congress and with the farm organizations and other interested 
groups. 

He referred to your statement : 

“We do not expect to make any major changes in organization with- 
out full consultation and advice.” 

Then it goes on—that you would consult with Congress. 

My question would be: Do you think that a decision to have loans 
of $500,000 or above referred to a staff member or line member of your 
organization is a major change in organization ? 

Secretary Benson. No; I donot, Senator. 

Senator Symtneton. Thank you. 

Secretary Benson. This reference was to a man who was Director 
of Credit Agencies for the Department. 

Senator Symineron. Thank you, Mr. Chairman, I have no further 
questions. 

Senator Humrurey. Director of Credit Agencies by act of Congress 
or by edict of the Secretary ? 

Secretary Benson. By authorization of the Reorganization Act, 
he was appointed as Director of Credit Agencies. 

Senator Humrnrey. By general authorization of the Reorganiza- 
tion Act, under reshuffling, he was so appointed ? 

Secretary Benson. That is correct. 

Senator Humpnrey. Do you interpret the words “general super- 
vision” of the 1939 reorganization plan as to apply to specific legis- 
lative statutory authority ? 

What I am getting at is, the REA Act requires the Administrator 
specifically—the Administrator shall make loans. Now, do you inter- 
pret the language “general supervision” which is included in the 1939 
plan as altering the statutory requirements under the REA Act? 

Secretary Benson. That is a legal question, Mr. Chairman, and I 
will ask the Solicitor to comment on it. 

Senator Symineron. You just said so, Mr. Secretary: that you had 
the right to make loans without the approval of the Administrator 
or reference to him. 

Secretary Benson. Yes; it is my understanding it is there. 

Senator Humpurey. I think, regardless of who is right or wrong, 
this is a point that surely the Congress will want to look into it. On 
the one hand, you have a specific statutory provision which lays down 
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a mandate to the Administrator. It does not say he “may”; it says he 
“shall.” 

On the other hand, you have a reorganization plan which is designed 
primarily for administrative efficiency, and not in any way to modify 
the intent, the legislative or substantive intent, of Congress; but you 
say a by a court decision which may very well change the situa- 
tion 

Secretary Benson. Now, as I understand it, the Supreme Court in 
1944 made that quite clear. 

Senator Capenart. Mr. Chairman. 

Senator Humpnurey. Senator Capehart. 

Senator Capgeuart. Mr. Secretary, I do not think there is any ques- 
tion about your having full responsibility and authority to run the 
REA. When you ask Mr. Scott to do something with respect to these 
loans, you are having him do that as an agent or employee of yours. 

Is that correct? 

Secretary Benson. That is correct, sir. 

Senator CaprHart. I want to congratulate you on the way you 
handled this matter. I think it is good business, I think you showed 
that you were aware of your responsibility and your authority and 
I want to congratulate you. 

Secretary Benson. Thank you. 

Senator Capenart. You heard Mr. Ellis’ statement read in which 
he accuses you, as well as myself as an author of the bill, of being a 
part of a master plan to eliminate REA. I want to ask you this ques- 
tion : Did you feel, as I did, when you listened to Mr. Ellis throughout 
his entire statement that he was being childish, foolish, and very intem- 
perate—implying that everybody was out of step except Mr. Ellis, 
that everybody is crooked and dishonest except Mr. Ellis, that only he 
was interested in REA, and only he ever lived in a house that did not 
have electricity? Did you get the same impression I did that he was 
being childish about this whole matter? Mr. Ellis didn’t prove any- 
thing, just simply made false accusations. 

Secretary Benson. Senator, I am perfectly willing that the record 
stand and speak for itself. I think a good job has been done of admin- 
istering REA by Mr. Hamil and by his predecessors, and those of us 
mpeen for the work of that agency. And I have no apologies to 
make for the way the program has moved forward. 

I only want to see it continue to move forward. 

Senator Capenartr. You placed in the record your statement abso- 
lutely refuting what Mr. Ellis said, showing that the loans in the last 
5 years are greater, the loans for generating power are greater, every- 
thing, all the record shows that everything is a plus with REA rather 
than a minus. 

I would like to ask this question: 

Has there ever been an instance yet in which a loan was delayed or 
turned down because of the procedure of the Secretary accepting 
his responsibility to take a good look at these loans? 

Secretary Benson. Let Mr. Hamil answer that. 

Senator Humpnrey. Mr. Secretary, I am afraid we must leave be- 
cause we have the President of the Federal Republic of Germany as 
our guest today. Senator Martin, I know, wanted to ask one question. 

Senator Martin, This is upon a point which has not been touched on 
here in this colloquy. 
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There is a statement made here and evidence read by Mr. Ellis re- 

rding an audience with the President on some of these matters. 

ou cannot answer this in the time we have here, but I would like to 
have you review this testimony and these items that were put into 
the record and give us, if you can, after that review some information 
regarding any arrangements that were made for a conference with the 
President on these matters. 

Don’t try to answer it now. 
oe Benson. I do not know of any such conference, Senator 

artin. 

Senator Martin. I gathered from Mr. Ellis’ statement there has 
been an effort made—and I know it appeared in several news re- 
leases— an effort to get to the President for a conference. 

Secretary Benson. I do not recall it was ever taken up with me 
and I certainly have been under no compulsion from the White House 
on this question. 

T have had full support from the White House in our REA program. 

Senator Humrnrey. We will recess until 2 o’clock and may I ask 
Mr. Hamil and Mr. Farrington and Mr. Scott if it is possible to come 
back at that time? 


Secretary Benson. Mr. Chairman, may Mr. Hamil answer Senator 
Martin’s question ? 
Senator Humpnrey. He may answer the question at 2 o’clock. 


(Whereupon, at 12:25 p. m. the committee was recessed until 2 
p. m. of the same day.) 
AFTERNOON SESSION 


Present: Senators Humphrey (presiding), Symington, Lausche, 
Smith of Maine, Martin of Iowa, and Capehart. 

Also present : Senators Mundt, Curtis, and Aiken. 

Staff members present: Walter L. Reynolds, chief clerk: Miles 
Scull, Jr.. and W. E. O’Brien, professional staff members, and 
Kathryn M. Keeney, clerical assistant. 

Senator Humpnurey. Mr. Hamil, we appreciate your cooperation in 
coming back today. Do you have a prepared statement you would 
like to read? I understand you have a number of exhibits that you 
want to make available for the record. We will automatically agree 
for those to be placed in the record as you submit them. 

Mr. Hamiz. All right, sir. 


STATEMENT OF DAVID A. HAMIL, ADMINISTRATOR, RURAL ELEC- 
TRIFICATION ADMINISTRATION, ACCOMPANIED BY R. L. FAR- 
RINGTON, GENERAL COUNSEL, DEPARTMENT OF AGRICULTURE, 
KENNETH L. SCOTT, DIRECTOR, AGRICULTURAL CREDIT SERV- 
ICES, DEPARTMENT OF AGRICULTURE; CHARLES U. SAMENOW, 
CONSULTANT IN OFFICE OF REA ADMINISTRATOR; AND HERMAN 
PLAVNICK, ATTORNEY, OFFICE OF GENERAL COUNSEL, DEPART- 
MENT OF AGRICULTURE 


Mr. Hamu. Mr. Chairman, I thank you and the members of the 
committee for the opportunity to appear here today. 


27304—58 5 














60 AMEND REORGANIZATION PLAN NO. 2 OF 1953 


After all, Mr. Chairman, we are not strangers. I appeared before 
you when I was accepted as Administrator of REA and I will say you 
gave me a very thorough going over, the like of which I have not had 
before and I appreciated it. 

I think you had determined in that 2-hour period to find out in your 
opinion whether I was qualified to administer the affairs of REA. 

Senator Humpnrey. I want the record to be quite clear in regard 
to that; I surely did, and I think you are and I know you are. 

Mr. Hamit. Thank you, sir. 

Senator Humpurey. Yes, sir. 

Mr. Hamm. Also for the record, as long as we are getting into our 
pedigrees just a little bit, 1 too am a country boy. I was also born 
on an unelectrified farm and know what it is to live under those cir- 
cumstances. I also helped organize the B section of the High Line 
Electric Association in Colorado and I served on its board for 5 years. 
I also served in the Colorado General Assembly and carried a great 
deal of legislation for REA cooperatives groups back in the early 
forties. 

So I am not completely a stranger to the affairs of REA over some 
period of years. 

I have been Administrator, as you know, since June 26, 1956, which 
is just short of 2 years. 

I am proud of my stewardship and happy to present it to you. 

I think with that opening, Mr. Chairman, that we should proceed 
immediately to the affairs at hand. Because of the fact that the 
Hoosier Cooperative Energy, Inc., application has been discussed at 
length by the press and by many people in general throughout this 
country, I would like to submit, with your approval, for the record, 
the manner in which we handled the Hoosier Cooperative Energy, Inc. 
application in REA. 

I have it as documented here. 

(The document referred to is on p. 65.) 

Senator Humpnurey. Do you want to make any oral remarks relat- 
ing to this smce it was a matter of some controversy here, at least of 
some allegation in the testimony of the witness prior to you, Mr. 
Ellis? 

Mr. Hamu. Well, the only thing that I would say in regard to the 
Hoosier Cooperative Energy application, Mr. Chairman, is that it 
was handled and has been handled in exactly the same fashion as 
every other application for generation and transmission purposes that 
has come to REA since I have been Administrator. 

Now there has been a question in regard to the exercise of influence 
over me by Secretary Benson. I want to say for the record that the 
details of only one loan have ever come to the Secretary’s attention 
personally from my desk, and that had to do with a meeting that was 
called by a governor of a State to ask the Secretary if he would con- 
sent to have this application reviewed. 

I went to the Secretary’s office with Mr, Scott, and there was present 
the Public Service Commission of the State of Indiana. We spent 
some few minutes in there with the Secretary. 

The Secretary decided that this was a matter to be determined by 
those in authority in REA, and asked that I relate to the public 
service commission my opinion of the proposition at hand, and we 
discussed that for some 45 minutes or an hour in Mr. Scott’s office. 
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We proceeded with the determination on the Hoosier application as 
we would any other loan. 

Tt has also been said that Mr. Morse has exercised influence over me. 
Yes, I have discussed some loans with Mr. Morse from time to time, 
matters that concerned policy. Mr. Morse has differed with me on 
an occasion or two as to whether or not a loan should be made, and 
I want to say for the record there was not 

Senator Humrurey. Please identify Mr. Morse. 

Mr. Hamu. Mr, True D. Morse, the Under Secretary of Agricul- 
ture. 

The specific loans were to the Sacramento Municipal Utility Dis- 
trict for rural area distribution facilities; the Puerto Rico Water Re- 
sources Authority application for generation ; and the city of Florence, 
Ala., to extend lines in some rural areas tributary to their town. 

Members of the committee, these loans were made. They were made 
in the amount as recommended by the engineers and technicians of 
REA. 

I have discussed loans with Mr. Morse or with Mr. Kenneth L. 
Scott, Director of Agricultural Services. Every loan that has been 
discussed with Mr. Scott has been made, and it has been made in the 
amount and in the manner in which it was presented to the Adminis- 
trator by his technicians. 

Senator CarpeHartr. Mr, Chairman, may we ask questions now or 
do you prefer that he finish reading his statement ? 

Senator Humpurey. At this point, since we permitted other wit- 
nesses to continue without interruption, I will leave it up to Mr. Hamil. 

Mr. Hamu. Mr. Chairman, I do not have a prepared statement. I 
am in position to stop at any time you so elect. 

Senator Humrnrey. All right. On that basis would you like then 
to entertain a question from Senator Capehart ? 

Mr. Hamit. I would. 

Senator Carenart. Is there any question in your mind, as the REA 
Administrator, that the Secretary of Agriculture, under the law— 
which he did not make but which this Congress made—has absolute 
responsibility and authority over you and all of your activities? 

Mr. Hamu. I so assumed, Senator Capehart, because the 1953 re- 
organization plan was in effect when I became Administrator. 

Senator Capgenarr. Then, if it is wrong that the Secretary have 
this authority and responsibility, it is the fault of the law rather than 
the fault of the Secretary of Agriculture? 

I say if it is wrong; I am not saying that it is. 

Mr. Hamu. I am not a lawyer although I helped make a good 
many laws. I think that is correct. 

Senator CaprHart. Then the Secretary does have complete, 100 
percent, responsibility and authority ? 

Mr. Hami. I think he could assume that jurisdiction. I can say 
he has not done so. 

Senator Carenart. I understand that. 

I am not talking about that. I am saying that he has such authority 
and that it was given to him by the Congress of the United States. 

Mr. Hamu. I was going to ask a legal opinion. 

Mr. Farrtneron. That is our position, Senator. 

Senator Carenart. It has been pointed out here this morning by 
Mr. Ellis that there is some sinister motive on the part here of Secre- 
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tary Benson and others, including myself, because I am the author of 
the bill he mentioned, to try to eliminate REA and you, or reduce you 
to a mere clerk. Is there any truth to those statements, whatsoever ? 

Mr, Hama, If there is I am unaware of it. I could say—— 

Senator Cargenart. In other words are you not aware of anything 
except that a man, meaning the Secretary of Agriculture, is accepting 
his responsibility under the law, and making an effort to find out 
what is going on in your department ? 

Mr. Hamiu. I know of no instance where the Secretary has inter- 
fered with my operations of REA in any sense of the word. 

Senator Caprrenart. Is it not a fact, also, that Mr. Scott, who has 
been mentioned here, is an employee of the Department of 
Agriculture ? 

r. Hamm. Yes, Mr. Scott is an employee of the Department of 


setontbare. 
enator CareHart. Isn’t it a fact that you do not expect the presi- 
dent of a company, or even the president of one of your local REA 
cooperatives out in the country, to do all of the work? 

hey delegate authority, do they not, to people under them, and in 
the instance of Mr. Scott all he was doing was representing the 
Secretary of Agriculture? 

Mr. Hamm. Yes. 

Senator CareHnart. Do you know of any instances where loans have 
deliberately been held up ? 

Mr. Hamti. No. 

Senator Carpenartr. What is the record at the moment in respect to 
loans? 

How many of them are held up for any reason ? 

Mr. Hamu. There are no loans being held up, Senator. There is 
not a loan being held up in REA. 

It might be that a loan is on Mr. Scott’s desk that was sent over 
there yesterday. If there is, I am unaware of it. I sign the trans- 
mittal letters and send them over there to Mr. Scott. They come 
back to me and the loans then are approved. 

Senator Caprenant. Is there any activity, any single phase of REA, 
that has not made great progress and grown larger over the last 5 

ears—extension of lines, power consumption, addition of new power? 

am quite familiar with it in my own country of Indiana. I ama 

inamaber of the REA, and I have the benefit of the REA on my own 
arm. 

Mr. Hamu. If there is, Senator, I am also unaware of that. I 
have evidence here as to what, for what loans have been granted, in 
what amounts, what percentage for various purposes, what we have 
done, what we are continuing to do. I have that all prepared here, to 
go into the committee’s record with your permission. 

Senator Capenart. Mr. Ellis made three points that were happen- 
ing as a part of this conspiracy. He talks about a “master plan” to 
eliminate REA, of which you, the Secretary of Agriculture, the 
President, and myself and others are a part. He complains about loans 
being held up, and no loans being made, and then he mentions politics. 

You say there are no loans being held up; do you know of any 


politics being played ? 
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Mr. Ellis uses as an example the fact that a governor of my State 
sent a representative of the public power commission to Washington 
to consult with you. 

Is there anything unsual about that ? 

Mr. Hamin. Well, it happens to be the only 

Senator Carenart. Do they havea right to do it? 

Mr. Haman. Any citizen of this country that wants to, has a right 
to see me about my conduct of the affairs of REA. 

Senator Carenart. You met with him in the usual way and did you 
not make a statement that the loan would be made if it was needed 
and regular in every respect; and that you would consider it in the 
same manner as every other loan ? 

Mr. Hamm. That is exactly right. 

Senator Lavscne. Which loans are you speaking of, Senator? 

Senator Capenart. A loan originating in Indiana of the 
Hoosier 

Senator Lauscne. The Indiana application, is that what you call it? 

Mr. Hamiu. It was the Hoosier application for a loan for generation 
and transmission. 

Senator Carenart. Is it not a fact that, under the Indiana law the 
power commission there has the privilege of denying any power com- 


pany, either a REA or a privately owned utility, the right to have a 
certificate of necessity ? 


Mr. Hamit. Well—— 

Senator Carrnart. I happen to know the law, and it is true. 

The power commission had the right to deny a certificate of necessity 
which meant that the plant could not be built. 

The State of Indiana had within their own power the right to do 
that and they came down here to discuss the matter with you. 

Mr. Hamit. I could add for the record right there, Senator, we 
could have granted the loan, but if it had not been acceptable to the 
or of Indiana through their State agencies, the plant might not 

ave been built. 

Senator Carenart. In other words, the State of Indiana had the 
right to deny them the certificate of necessity ? 

Mr. Hamtt. I think that is the law of the State of Indiana. 

Senator Carenart. I know that is the law of Indiana. You know 
of no politics that have been played with this matter at all? 

Mr. Hamiu. There have been absolutely no politics with any loan 
application in REA since I have been Administrator. : 

enator Carenart. I think that is all at the moment, Mr. Chairman. 

Senator Humpnrey. May I just ask this question, Mr. Hamil: 
Did this matter of the Indiana loan, the Hoosier Co-op loan, ever get 
tothe White House ? 

Mr. Hamn.. I imagine it was discussed at the White House but I 
am not in authority to make the statement. . 

Senator Humpnrey. Did you ever go to the White House about it? 

Mr. Hamiu. I went to the White House on one occasion—— 

Senator Humrnrey. Did you discuss the Indiana Co-op— 

Mr. Hamm... A matter of about 2 minutes. . 

Senator Humpnrey. Did you discuss the Indiana Co-op loan or 
the Hoosier loan ? 
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Mr. Hama. I made at the White House, if my memory is correct, 
approximately the same statement I made to the committee: If this 
loan met the approval and standards of REA I would grant the loan. 

Senator Humpnrey. Was there any discussion of the cooperative 
loan over at the White House ? 

Mr. Hami. That I could not answer. 

Senator Humrurey. Is it common practice to discuss co-op loans 
with the Secretary of Agriculture ? 

Mr. Hamu. Is it a common practice ? 

Senator Humpnrey. Yes. 

Well, let me limit it. Does it frequently happen ? 

Mr. Hamit. I think I could go over there any time I wanted to, 
Senator. 

Senator Humrurey. How many times have you been summoned by 
the Secretary, or rather, how many times have you been asked by 
the Secretary to come into his office to discuss a co-op loan ? 

Mr. Hamu. I was asked this one time. It was to discuss the 
Hoosier application at the request of the Public Service Commission 
of Indiana, through the Secretary. I think the Secretary was op- 
erating within his prerogative. The time spent on this was ve 
limited ; he turned it back to me, as the Administrator, of REA “aii 
proceeded exactly on that loan as we would on any other. 

Senator Humenrey. Do not misunderstand me. I think both the 
President and the Secretary have a right to call you over to discuss any 
matter pertaining to your public service or your employment with the 
Government or your responsibilities, and I thoroughly agree with you 
that the individual citizen should have the right to confer with you, 
sir, with the Secretary, and if it is possible, if it were possible, even 
with the President. 

Obviously it is quite impossible, but what I am trying to get at is 
how often have you been requested by the Secretary to discuss a rural 
co-op loan in his presence, in his office ? 

Mr. Hami. I think I made that statement, did I not, Senator, that 
this was the only loan, and this was at the request of the group from 
Indiana. That is the only one. 

Senator Humpnrey. That is the only one? 

Mr. Ham. Yes, that is the only one. 

Senator Carrenart. If the chairman will yield I might say this: 
The Governor of Indiana asked the Public Power Commission of 
Indiana to make an appointment with the Secretary and with Mr. 
Hamil here and even with the President of the United States, and they 
came down here. I am not too certain that it was a wise thing to do 
but nevertheless they did. I would say that under circumstances 
where a governor of a State made a request of the Secretary of Agri- 
eulture, Mr. Hamil, and the President, there was no recourse other 
than to see and visit with him. which they did. 

Mr. Hamu. I did. I would do the same thing had it been the 
manager or president of a cooperative. 

Senator Capenart. It was requested by the Governor and, as I say, 
I am not so certain it was a wise thing on his part, but, nevertheless, 
he did it and Iam not criticizing it. 

Mr. Hamm. The point I want to make is the Secretary of Agricul- 
ture did not exert any pressure on me to process the loan or to cease 
processing it. 
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Senator Carrnart. I brought it up only because Mr. Ellis made 
quite a to-do about it as being one of the big examples that there was 
politics injected into the REA loans. 

i Mr. Hamin. I have knowledge of the situation; there was no 
politics on this. 

Senator Humpnrey. Just one final question on this. 

Did the private power company in Tadianh oppose the granting of 
this loan ? 

Mr. Hamit. Did the private power company—— 

Senator Humpnrey. Yes. 

As I understand it, as a matter of fact, one of the reasons these 
hearings are taking place is because of a story that appeared in the 
Louisville Courier Journal written by Mr. Robert L. Riggs, who is a 
very responsible reporter. I think you know Mr. Riggs, I think he 
discussed this matter with you. 

Mr. Hai. He is right here. 

Senator Humenrey. And he refers in his story to the fact that there 
was a private re company that had apparently opposed the In- 
diana loan application. 

Are you aware of that ? 

Mr. Hamm. Senator Humphrey, there is hardly a generation or 
transmission loan proposed in the United States that there is not 
opposition to. That is nothing new. That is common practice. It 
has been going on ever since REA was established. 

However, I can say to the members of this committee that we would 
sit and discuss the matter with anyone who wants to discuss it with 
us, but we reserve to ourselves the right to make judgment upon those 
loans, and that is what we are doing. 

Senator Humpnrey. Did your area director recommend this loan? 

Mr. Hamin. The Hoosier Energy loan application ? 

Senator Humpnrey. Yes. 

Mr. Hamu. As brought out in here processing of the Hoosier En- 
ergy loan has not been completed. This has not been on account of 
any political activities or pressures on REA. 

Senator Lauscnr. May I say that is a poor way of acquainting us 
with what you have to say on this serious charge. 

Mr. Hamm. May I say 

Senator Lauscue. I might suggest that you read it. 

Mr. Hami. I will read it. May I? 

Senator Humreurey. Go right ahead. 

Mr. Hain (reading) : 





APPLICATION FROM HOOSIER COOPERATIVE ENERGY, INC. 


A loan application was received by REA on May 10, 1957, from Hoosier Co- 
operative Energy, Inc., (Indiana 105 Hoosier), for funds to finance construction 
of three 66,000-kilowatt generating units and approximately 830 miles of trans- 
mission line. The cooperative proposed a lease operation arrangement for the 
generating plant with Richards & Associates who planned to use surplus power 
from the plant for the operation of a new aluminum plant. 

REA met numerous times with representatives of Hoosier Cooperative Energy, 
Ine., and their consulting engineer, the Southern Engineering Co., of Atlanta, 
Ga. As a result of these discussions and preliminary studies by RBA, it be- 
came evident that the engineering studies submitted with the loan application 
required revision. 

In a meeting on June 6, 1957, it was agreed that Hoosier’s consulting engi- 
neer would review the engineering studies and make necessary revisions. The 
revised information concerning the transmission line was received by REA on 
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Sat =~ and revised information concerning the steam plant was received on 
ugus : 

On August 28, REA advised the cooperative that REA had the information 
necessary to proceed with the power cost study in connection with this loan 
application. As the power cost study was developed, it became apparent that 
it was necessary to know the load characteristics of the proposed aluminum 
plant in order that the costs could be properly allocated. 

REA met on October 23, 1957, with representatives of Hoosier Cooperative 
Energy, Inc., and their engineer and requested the load characteristics of the 
proposed aluminum plant. 

RBA received this information in a letter dated November 25, 1957. At about 
the same time REA was advised verbally that the cooperative had received a 
telegram dated November 22, 1957, from Richards & Associates requesting a 
proposal for supplying the total power requirements of the proposed aluminum 
reduction plant. 

REA had several meetings with representatives of the Hoosier Cooperative 
Energy, Inc., in December 1957, the last of these meetings being December 18, 
1957. REA was advised by the cooperative representatives that they no longer 
wished to consider a lease operation arrangement with Richards & Associates, 
but that they desired to enter into an outright sale of power to Richards & 
Associates. The cooperative was advised to submit to the REA the arrangement 
under which power would be sold to Richards & Associates. 

The cooperative has not submitted to REA power marketing arrangements 
for the aluminum plant load and REA has suspended further action on the pres- 
ent loan application. Spokesmen for the cooperative have said that they do 
not now contemplate serving the aluminum plant, and that they are developing 
another plan for serving the loads of their distribution member cooperatives. 
REA does not have the details of the new proposal, nor has the cooperative in- 
dicated to REA when a revised loan application will be presented. 


Senator Humpurey. Could I just ask a question in sequence ? 

Mr. Hamm. Yes. 

Senator Humpurey. As I understand it, that first application was 
in May, is that right? 

Mr. Hamr. This application was received on May 10, 1957. 

Senator Humpnurey. May 10. 

You got the more or less firmed up application in August, you had 
a meeting in August on it, is that right? 

Mr. Hamu. It was, I believe, the last date here given is August 28. 

Senator Humpnrey. On that date you were in discussion with the 
Indiana Cooperative people ? 

Mr. Hamu. My technicians were in discussion with the Indiana 
ae anc people and their engineer at various times throughout this 

riod. 

TT eahabes Humpnrey. When did you meet in the Secretary’s office ? 
Mr. Hamin. May 1957, I do not even know that I have the date. 
Senator Humepnrey. May 1957? 

Mr. Hamin. Yes. 

Senator Humeurey. Was it after you had had the initial applica- 
tion ? 

Mr. Hamu. Yes. Yes, it was after this date. 

However, Senator, these applications do not start on my desk. 

Senator Humpnrey. I understand that. 

Mr. Hamiy. They do not start on my desk and there was no orders 
to slow down or to deny the people of Indiana the opportunity to 
present their loan application, and there never will be. 

Senator Humpurey. I believe that you mean that very decisively. 

When did you meet at the White House ? 

Mr. Hamu. I cannot recall specifically ; it was in May 1957. 
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Senator Humpurey. Was it after the meeting with the Secretary ? 

Mr. Hamit. That I do not know. I could look it up. Ican provide 
it for the record. 

Senator Humpurey. I think it would be well if you could at the 
proper time. 

(The information later supplied follows :) 


The date of the White House meeting was May 28. 


Senator Lauscue. What is the reason, as you see it, for the failure 
of this Indiana application to be processed ? 

Mr. Hamit. Senator, we require all of our loan applications to be 
processed as to feasibility and whether it is going to be more eco- 
nomical to the power users. 

There are two major premises upon which we grant generation and 
transmission loans. No. 1, if it isa more stable and suitable source of 
energy; No. 2, if it is more economical. If they do not meet those re- 
quirements, if the ability to repay REA is not firmly established, and 
if the recipients of the benefits of the loan are not proper recipients 
of the benefits of the REA Act, we do not grant the loan. 

Senator Lauscue. Well, what would have to come to you from this 
REA association to put this transaction back in motion? 

Mr. Hamu. Possibly a renewed application, because they have indi- 
cated by verbal information to my personnel that Richards & Asso- 
ciates have withdrawn. Therefore—— 

Senator Lauscuz. Who are Richards & Associates? 

Mr. Hamu. Richards & Associates are a firm at Carrollton, Ga. 

Senator Lauscue. Engineers? 

Mr. Hamit. No. Richards & Associates, Senator, are contractors 
and producers of aluminum ware. 

Senator Lauscue. That is, the firm that this association was to 
supply with power has pulled out? 

Mr. Hamiu. Verbally, yes. Therefore the Hoosier group has not 
presented us with the further information required by my techni- 
cians and engineers, and when that is not supplied by them we cannot 
continue to process it. 

Senator FSechih Was there any indication what quantity of the 
power would be bought by this aluminum company ? 

Mr. Hamu. Senator, under our practices for making generation and 
transmission loans, all of the power, within a reasonable period of 
time, and I believe that that period of time is 10 years, necessarily 
must go to the recipients of the benefits of REA, who are the rural 
people of the area. 

Therefore, they were going to build this larger plant, because it 
was clear to them that the load was going to be the equivalent of three 
66,000 kilowatt units at the end of a 10-year period. 

By that time, the recipients of REA would have been receiving the 
benefits of three 66,000 kilowatt units. 

Senator Lauscue. Go ahead. 

Mr. Hamu. During the entire time, in order to keep this plant 
loaded, which is the only economical way you can operate a generating 
plant, Richards & Associates were going to take the surplus—— 

Senator Lauscuer. Power? 

Mr. Hamit. The surplus power. 
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Senator Lauscue. Can you tell what that quantity would have been 
of that power? 

Mr. Hamu. Senator, I cannot—— 

Senator Lauscue. But then these associates, when they pulled out 
and were not going to take the surplus power, that changed the whole 
capital structure. 

- Haman. Yes, the whole plan. 

Senator Lauscue. And is it that reason that you ascribe for the 
failure for this, having come to an end ? 

Mr. Hamin. Yes, because it requires a new or amended loan appli- 
cation now, Senator. 

Senator Lauscue. Were you ever told by the Secretary of Agri- 
culture not to process this loan ? 

Mr. Hamin. No, I was not. 

Senator Lauscun. Did anyone tell you not to process it? 

Mr. Hamm. No. 

Senator Lauscue. And you in good faith are prepared to process it 
now ¢ 

Mr, Hamit. Yes, sir. 

Senator Lauscue. Just as you do all other applications? 

Mr. Hami. Yes, sir. 

Senator Lauscue. As they come to you, is that right? 

Mr. Hai. Yes, sir, that is correct. 

Senator Lauscuz. And your present honest judgment is that it 
has come to an end because financial feasibility could not be estab- 
lished, this company in Georgia having pulled out in its purpose to 
buy the surplus power up until such time when rural electrification’s 
true beneficiaries would be available to buy, isn’t that correct? 

Mr. Hamm. That is basically correct. 

Senator Carenart. Mr. Chairman, since this matter is in Indi- 
ana 

Senator Humpnrey. Senator Capehart. 

Senator Caprnart. The Richards Associates of course were going 
to build an aluminum plant down on the Ohio River, and this so- 
called plant was to be about 45 or 50 miles north of the river. It was 
to be in Pike County, the county I was born in, so I know considerable 
about it. 

Now there is always a question in the minds of we who know 
something about the Richards & Associates Co. whether they could 
ever go through with their proposal to build the aluminum plant, 
they could not, and did not and are not prepared to do it now. 

Alcoa are just finishing an aluminum plant, almost at the same spot 
or rather they are about to finish the construction of it but they are 
closing it down because aluminum is running out of our ears as we 
know here in Congress, there is no necessity for it, no need for it, 
and disregarding whether there was a good thing or a bad thing, 
whether there was any politics in it or whether there was not, whether 
the Governor did the right thing or the wrong thing, the whole thing 
died of its own weight, because of the failure of Richards & Associates 
to put up an aluminum plant, and the only reason I brought it up 
here was because Mr. Ellis uses it as an example of politics that was 
played in this whole matter and the holding up of loans. 
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I do not think the Secretary should be criticized for the way he 
handled it; I do not think Mr. Hamil should and I do not think any- 
body else should be criticized for the way they have handled it, 
because I think they handled it in the only way they could have 
handled it. 

Senator Lauscue. Is there anyone present here from the Indiana 
cooperative that is involved in this discussion ? 

I see one hand. 

Is there anyone here from the Aluminum Co. of Georgia? 

Senator Humpnrey. Thank you very much. 

Proceed, Mr. Hamil. 

Mr. Hamn. In regard to the availability of loan funds, Mr. Chair- 
man, since I have Sa the Administrator of REA, Congress has 
provided ample funds. The Secretary mentioned to you this morning 
that it became evident at one time we were going to be short of loan 
funds according to the demand coming to us. 

That situation was presented by REA to the Department. The 
Department forwarded it immediately to the Budget Bureau. 

The Budget Bureau with the President’s recommendation for- 
warded it to the Congress, and the Congress made available to us 
an additional $200 million. 

Senator Humpnrey. Mr. Hamil, did you testify before the House 
Appropriations Committee for the request of funds for REA? 

Mr. Hamu. Yes. 

Senator Humpurey. Were you the witness for the Government? 

Mr. Hamtu. I was a witness in regard to the funds. 

Senator Humrpnrey. In regard to the funds? 

Have you testified before the Senate committee ? 

Mr. Hamm. Yes. 

Senator Humenrey. Did Mr. Scott testify with you? 

Mr. Hamm. Yes. 

Senator Humpnrey. What is the arrangement—let me just say— 
first of all, I am not prejudging this matter at all. 

I want to deal with you across the table as you are an honorable 
man and I think you will give us the information that we need, and 
what we are attempting to get here are just facts. 

When you go before a House committee or a Senate committee on 
an REA matter, and of course most of it is REA appropriations for 
the loan funds, are you the chief witness on this or are you the, sort 
of the, second witness, sir? 

Mr. Hamu. Well, I answered every question that was proposed in 
— to REA, REA’s appropriations. 

Senator Humpnrey. Mr. Scull, do you have the House Appropri- 
ations Committee report? 

I want to ask you about this. This was made a point as you recall 
this morning. I think we ought to clarify this. 

Mr. Hamriu. Yes. 

Senator Humpurey. The House committee—you are familiar with 
Report 1584 of the House Appropriations Committee? 

Mr. Hamri. Yes. 

Senator Humpnurey. Let me take a moment of your time to read 
what it says. 
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First of all the House hearings indicate that Mr. Scott was the 
main spokesman for the Department on REA loan application funds. 

Would you agree with that ? 

Mr. Hamu. I think he was in this particular case. 

Senator Humpurey. Was that the case a year ago? 

Mr. Haman. If my memory is correct it was. 

I think—if I remember correctly, Senator, I believe that was the 
way it was. I believe Mr. Scott—— 

enator Humpnrey. A year ago? 

Mr. Hamu. Yes, I did not prepare a statement either last year 
or this year. 

Senator Humpurey. Have you at any time been the chief witness 
for the Department on REA matters? 

Mr. Hamu. I was the chief witness for any matter that had to 
do with the amount of loan funds needed. 

Senator Humpnrey. You said you did not prepare testimony. I 
am not trying to just be picayunish here, but I am trying to find out 
what you did when you came before the House committee. 

You are the Administrator of REA. You are a Presidential ap- 
pointment. Mr. Scott is not a Presidential appointment. You are 
confirmed by the Senate. You are directed by law to be in charge 
of the REA. You are a Presidential 10-year appointment; is that 
correct ? 

Mr. Hamm. That is according to the law. 

Senator Humpnrey. It is generally correct that a Senate confirma- 
tion supersedes an appointment in the discretion of the Secretary of 
the Department where there is no Senate confirmation. 

When you come before a committee on REA and Mr. Scott comes 
with you, who is the chief spokesman for the Department of Agri- 
culture when the two of you are there on matters of REA? 

Mr. Hamu. Well, Mr. Scott read the prepared statement that was 
prepared in the Department, and in that light, acting as the Secre- 
try’s agent, he presented it. 

Senator Humpurer. So Mr. Scott was the leadoff witness to repre- 
sent the Department ? 

Mr. Hamin. Yes. 

Senator Humpnrey. Well, I suppose you can justify that. 

Tt just seems to me that since the Congress has a very keen interest 
in REA and goes to the lengths of —s hearings on appointment 
of the Administrator as you recall, and finally the Senate confirms you 
it would appear to me that it would seem sensible that you, sir, should 
speak for the Department on REA matters. 

It is just my point of view. 

Senator Caprnart. Will the Senator yield? 

Senator Humpnney. Yes. 

Senator Carenart. I am not going to argue the virtues of a state- 
ment on how it actually worked out which you just made. The fact 
still remains that under the law, passed by this Congress, the Secre- 
tary is the chief executive officer and has the responsibility and au- 
thority, and that you, Mr. Hamil, under the law, are an employee 
of the Department of Agriculture; is that correct ? 

Mr. Ham. That is correct. 

Senator Capenart. And Mr. Scott is an employee of the Depart- 
ment of Agriculture. 
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So, if there is anything wrong with the system, it is the law and 
not particularly the Department of Agriculture or the Senate Agri- 
culture Committee that is at fault. 

Mr. Hani. I think that is right, sir. 

Senator Humpurey. Mr. Hamil, did your Department recommend 
the bills that have been alluded to here in the testimony, the bills on 
increasing the interest rate, the bills on private financing. 

Did REA recommend those bills ¢ 

Mr. Hani. Yes, I signed the recommendation on that. 

Senator Humpnrey. You signed it? 

Mr. Hamu. Yes. 

Senator Humpurey. Did the recommendation originate in REA? 

Mr. Hamu. No. 

Senator Humpurey. Where did the recommendation originate? 

Mr. Hanmi. I don’t know. 

Senator Humrnrey. You do testify that the recommendation did 
not come from your technicians, from your REA staff? Is that 
correct ¢ 

Mr. Hamiu. No; it did not. 

Senator Humpurey. I didn’t hear you. 

Mr. Ham. No; it did not. 

Senator Humrnrey. But you signed the recommendation. 

Mr. Hamiu. Yes. 

Senator Humpnrey. Did you consult with your REA technicians 
on this matter ¢ 

Mr. Hamin. Yes. 

Senator Humrnrey. After the bill had been presented to you. 

Mr. Hamin. Now you mean after the bill had been presented to me? 

Senator Humpnrey. I mean after the proposal had been presented 
to you. 

Mr. Hamm. Yes. 

Senator Humpnurey. But not before the proposal ? 

Mr. Hamin. No. 

Senator Humpnrey. Thank you. Proceed, Mr. Hamil. 

Senator Capenart. Mr. Chairman, the purpose of the legislation, 
or the proposal—and it was only a proposal, was for consideration on 
the part of the Congress, is that not true ? 

Mr. Hain. Yes. 

Senator Caprrnart. It was never law, but simply a proposal; the 
purpose being, if possible, to get private capital and less Government 
mony into the REA; is that correct ? 

Mr. Hamin. It could be; yes. 

Senator CargHart. Wouldn’t it be a good thing, in the long run, 
to relieve the taxpayer of the United States if it were possible to do so? 

Mr. Hamiu. I would think it would be in the long run for the bor- 
rowers from REA. I was instructed when I was a director of an 
REA-financed cooperative, a good many years ago, that our objective 
was to go to complete net ownership. 

Senator CareHart. Wouldn’t every member of an REA cooperative 
be happy to know they owned the business themselves and there was 
no Federal money in the box ? 

Mr. Hamin. Well, Senator, they do own them, but with Federal 
loans against them. 
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Senator Carenart. I understand. 

Mr. Hami. But it should be our objective, and I think it has been, 
to come as near as physically and financially possible, into complete 
ownership through net worth of the plants. 

Senator Carenart. Isn’t it a fact that every member is a taxpayer 
of the United States? These gentlemen sitting back here look just 
like our fellows in Indiana; they are taxpayers and all good business- 
men, just as much interested in a sound financial structure of the 
Federal Government as the President of the United States or any- 
boupess) are they not ? 

. Hamin. Yes; I find them to be very fine citizens, sir. 

Senator CareHart. They are good businessmen and good farmers? 

Mr. Hamm. Yes. . 

Senator Careuart. They have the same interests you and I have, 
and that is in improving the situation wherever they can. They are 
like I am—they think taxes are too high and should be reduced and 
also that Federal expenditures should be reduced. Wasn’t this pro- 
posal purely an effort on the part of the administration saying to the 
Congress, “Take a good look at this whole matter. Here are three 
proposals, and maybe we can improve the financing of REA.” 

Mr. Hamm. That was the only purpose that I knew about. There 
was no purpose to eliminate the rural utilities as effective entities in the 
power supply and distribution industry of the country. 

Senator CareHart. Have you ever sat in on a single conference or 
heard a single person say anywhere in the Administration or in this 
Congress that they were against REA and wanted to eliminate it or 
that they were a part and parcel of some kind of a master scheme to 
connive to kill REA ? 

Mr. Hamat. I don’t know of any, never heard of any, and never sat 
in on any. 

Senator Capruart. And anybody who makes that statement, is it 
pecan that he is using his imagination strictly a hundred per- 
cent 

Mr. Hamm. I have read a statement or two about eliminating REA, 
but it didn’t come from any of the Members of Congress. 

Senator Carenart. Or the administration ? 

Mr. Hamu. Or the administration, or the Department of Agricul- 
ture. 

Senator Lauscue. What’s the rate of interest that you now charge? 

Mr. Hamm. Two percent, Senator, and it is fixed by the law. 

Senator Lauscue. That is a fixed 2 percent ? 

Mr. Hamm. Yes; and it has been since 1944, Senator. 

Senator Lauscue. Now the bill that you are speaking about em- 
bracing the proposed changes is Senate bill 2427; is that correct ? 

Mr. Hamr. That is the one that has to do with the interest rate. 

Senator Lauscne. The interest rate? 

Mr. Hamu. Interest rate proposition. 

Senator Lauscue. That is the bill that Mr. Benson discussed this 
morning. Can you describe what the purposes of the bill were, in 
general ? 

Mr. Hamu. I think it is stated here, but I don’t—I think the bill 
speaks for itself, Senator. I could read it. 

Senator Carenarr. Read it. 








crT 


. 


AMEND REORGANIZATION PLAN NO. 2 OF 1953 73 


Senator Humpmrey. Go ahead. 

Mr. Hamu. It is Senator Capehart’s bill. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That notwithstanding any other pro- 
vision of law (1) the interest rate on any loan hereafter made by the Treasury 
to any department or agency of the Federal Government to finance loans made 
by such department or agency shall be fixed by the Secretary of the Treasury, 
taking into consideration the current average market yields of outstanding 
marketable obligations of the United States having maturities comparable to 
the loans made by the department or agency, and (2) the interest rate on any 
loan hereafter made by any department or agency shall not be less than the 
rate the department or agency making the loan would pay if it borrowed from 
the Treasury at the time the interest rate on the loan is fixed, plus an additional 
amount deemed adequate to cover administrative expenses and probably losses 
to the extent consistent with the purposes of the loan program. 

Senator Lauscug. Are those provisions sound in your opinion? 

Mr. Hamu. I would take that one back to the Secretary’s statement 
here. 

Senator Symrneron. The Senator asked you a question. Did you 
think it was sound ? 

Mr. Hamu. It is sound, if the objectives of the act can be carried out 
also,Senator. I would qualify that statement. 

Senator Symineton. What do you mean by that? 

Mr. Hamu. I mean that we are not just making loans, Senator. We 
are making loans for a purpose, and the purpose is to provide the 
opportunity for rural Americans to have the benefits of central sta- 
tion electric power and modern telephones. 

Senator Symineton. Mr. Hamil, how long have you been Admin- 
istrator of the REA ¢ 

Mr. Hamu. I have been Administrator 2 years, June 26, coming. 

Senator Syminatron. Two years? 

Mr. Hamin. Yes. 

Senator Symineron. You understand quite a little about the REA 
after 2 years as Administrator ? 

Mr. Ham. I had a little training ahead of time, too, Senator. 

Senator Symineron. That is what I understand. You have a bill 
in your hand. What do you think of the bill? 

Do you think that is the right bill from the standpoint of the ob- 
jectives, as you call them, or do you think there ought to be any 
changes in it. If so, w hat do you think these changes ought to be? 

Mr. Hamin. May I ask a question, Mr. Chairman? 

Senator Humenrey. Go right ahead. 

Mr. Hamu. Is this the bill that is before the committee? 

Senator Humpnurey. No, it is not. The bill before the committee 
would amend the Reorganization Act to reestablish autonomous op- 
eration and administration of REA. 

The bill that you have in your hand, Mr. Hamil, is the one that 
has been referred to this morning by the Secretary of Agriculture 
and also by Mr. Ellis. 

It is the interest rate bill. I believe the question is simply, do you 
favor the interest proposal that you have in your hand? 

Mr. Hamu. Do | favor it? 

Senator Humpurey. Have you, as the REA Administrator, recom- 
mended to the Bureau of the Budget, to the President and the Secre- 
tary of Agriculture, that this bill be passed 4 
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Obviously, you have been consulted. Have you recommended its 
adoption ? 
Senator Symineron. Would you identify yourself, please ? 
Mr. Samenow. I am Charles Samenow in the Administrator’s of- 
fice, and consultant. 
Senator Symineron. In whose office ? 
Mr. Samenow. In Administrator Hamil’s office. 
Senator Symineron. Are you a lawyer ! 
Mr. Samenow. I am a consultant with legal training at the Yale 
Law School. 
Senator Symineron. What is your relationship to the Admin- 
istrator ¢ 
Mr. Samenow. I am a consultant on the Administrator’s—— 
Senator Symuneron. Fine. Since you were voluntarily consulting 
with him before he answered questions and I was interested in know- 
ing what your position is. 
Mr. Samenow. Senator, one of my duties is to gather together ma- 
terial relating to legislation, the preparation of reports and I was 
seeking to ascertain whether the Department report had actually gone 
forward on this bill. 
It is my impression and my best knowledge that a report, a formal 
report, has not yet gone forward to the Senate committee. 
enator Symineron. Could I ask this question? Inasmuch as the 
witness read the legislation, do you feel that he should not answer a 
Senate committee concerning his opinion of the legislation until after 
there is an official report ? 
Mr. Samenow. Senator, I would not presume to advise the 
Administrator. 
Senator Symrneron. I am only asking. 
Mr. Samenow. And I have not directed any such advice toward 
1im. 

ee Capenart. Since I am the author of the bill, will you 
yield ? 

Senator Humpurey. Just a minute. We have a question before Mr. 
Hamil. Mr. Hamil, as I said earlier, is an honorable man, and I 
know he will give us a frank and candid answer. 

Mr. Hamil, have you recommended to your superior namely, the 
Secretary of Agriculture, that favorable action, a favorable recom- 
mendation on this bill, and have you recommended that this bill be 
adopted ¢ 

Mr. Han. I was trying to recall, Mr. Chairman, whether or not 
any statement from our agency had progressed out beyond our agency. 
— is why I was asking, Senator, why I was asking these gentlemen 

ere. 

Senator Humpnrey. We understand you are entitled to consult. 

Mr. Ham. I didn’t want to misstate myself. 

Senator Symrneton. I don’t think you were asked anything about 
what you had done, but only what you thought about the bill. 

Mr. Hamu. I want to qualify my statement. I have loan applica- 
tions that have come to me in REA, particularly in the telephone pro- 
gram where an increased interest rate would be difficult to handle. 

As a matter of fact, Senator, I have had applications in the tele- 
phone program that we have been unable to grant with a 2-percent 
interest rate. 
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Now, those are basically in the wide open countries of the West 
where farms and ranches are a long ways apart. There are 
Senator Symrneron. I would like to ask the question once more 
and then I won’t ask it after that. What do you think of the bill? 
Do you think the bill in your hand is a constructive bill? 
r. Hamiz. I also want to qualify that statement, Senator, 
may I? 

Senator Carrnarr. Mr. Chairman, may I, as the author of the bill, 
be heard ? 

Senator Humeunrey. I believe we started by a question from Sena- 
tor Symington to Mr. Hamil. We will, now, complete that sequence 
and then we will come to Senator Capehart and Mr. Hamil. 

Mr. Hamnt. I think, basically, it is an admirable principle. But 
there are times, Senator, when you can’t carry out the objectives of 
the act under the proposed bill. 

Senator Humpnrrey. Now, Senator Capehart. 

Senator Carenart. I wantea to say that this bill not only covers 
REA, but it covers every other governmental activity where money 
is being loaned at less than the going rate. 

It not only covers REA, but it covers college housing and many 
other things. 

Let me ask you this question, you are the Administrator of REA. 
Are you against the principle that any organization in the United 
States, college housing, or REA, or any other, and we have many of 
them, do you think they ought to borrow money at less than the Fed- 
eral Government pays interest on that money ? 

Mr. Hamii. Not when they reach the stage of maturity when they 
are able to carry it. 

Senator Capenart. Do you feel that, now, after some 25 years 
operation, the REA is not able to at least pay the same interest rate 
the Federal Government pays; and that it must call upon the tax- 
poe of the United States to make up the interest difference 

etween what the Government pays on its bonds and what REA pays 
on the money loaned it ? 

Are the REA’s operated so inefficiently at the moment they are so 
poor that they can’t pay the same going rate that the Government 
pays when it borrows money ¢ 

Mr. Hamm. Senator, there are a great many variations among the 
borrowers from REA. We have some borrowers to whom, I am quite 
certain, a reasonable interest rate increase would not be detrimental 
to their overall operation. 

We have some new ones recently organized, that it would be—it is 
quite difficult——- 

Senator Carenart. The bill does not talk about increasing interest 
rates at all. It is possible someday the borrowing rate of the Gov- 
ernment will be less than 2 percent and if it is, then the REA’s would 
be able to borrow money at less than 2 percent. 

All you are expounding in that bill is a principle; namely, that the 
Federal Government ought not to loan money to anybody for a lesser 
interest rate than it pays on the money that it borrows. 

How can anybody quarrel with that? I am sure those gentlemen 
sitting out there, all good businessmen and farmers, and thrifty 
fellows will admit the Federal Government has no business loaning 
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money to any group of Americans or any group of people for a lesser 
interest rate than it is paying itself. 

Now that is the problem. REA isn’t even mentioned in the bill at 
2 percent. 

Senator Humeurey. It is included, is it not? 

Senator Capruart. Yes; it is included. Two percent is not men- 
tioned in the bill, it is simply a principle that the Federal Govern- 
ment ought not to loan money at a lesser interest rate than it pays 
when it borrows money. 

Now, I want to say this to you: If REA is operated so inefficiently 
that it has to be supported by the taxpayers of the United States, 
in the form of subsidies on interest, particularly after it’s been in 
existence 25 years, nearly 25 canaoriie, Ellis testified this morning 
that it made $45 million in profits. I believe that was the figure 

Senator Humpnrey. Forty-eight. 

Senator Carenart. $48 million in profits—well, a concern that 
can make $48 million in profits ought not to be subsidized by the 
American taxpayers—not at this stage of the game. I can recognize 
some merit in doing it 25 years ago when it started, but in my State 
of Indiana, now, practically every farmer has electricity—almost a 
hundred percent. 

Senator Humpnrey. What is the witnesses’ view on this? 

Senator Caprenart. It has been testified to that, at the moment, 
over half of your REA expansion and its customers are not farmers, 
but industrial customers—people who work in towns, and live in the 
country; yet we are saying that we ought to subsidize the REA in 
the form of taxes. 

I am a businessman and a farmer and I am for REA; but I think 
REA weakens its case when it advocates such a thing. 

You remember originally, for many years by law you did pay the 
going rate; is that correct, Mr. Hamil 

Mr. Hamin. From 1936 to 1944, Senator, REA loans were made 
on a fluctuating basis based on the cost a year before. 

Senator Carrenart. In those years REA did exactly what that 
bill advocates; didn’t it? 

Mr. Hami. Yes; with the exception of the second part of the bill. 
I believe I am right on that but I am not an authority on this bill. 

Senator Carenart. Well, in substance, it did, did it not? 

Senator Lauscue. Will the Senator yield for a question ? 

Senator Carenart. Yes. 

Senator Lauscure. What was the estimated cost of that aluminum 
plant, if it had been built, which was to have power supplied to it by 
this Indiana cooperative—the Hoosier Co. ? 

Mr. Hamu. May I supply that for the record, Senator, because 
I do not have it? 

Senator Lauscue. Was it $8 million ? 

Mr. Hamiz. I will supply that for you, Senator. I do not have 
it in my mind. 

Senator Lauscue. All right. 

(The information requested follows :) 





Hoosier Cooperative Energy, Inc., of Shelbyville, Ind., in fact sheet No. 1 
dated June 14, 1957, reported the following concerning the cost of the aluminum 
plant: 
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“Hoosier Energy has arranged with Richards & Associates, a Carrollton, Ga., 
firm which, among other enterprises, owns the Southwire Co., producers of 
aluminum wire, to construct an aluminum ingot plant in southern Indiana. 
Richards & Associates, who will incorporate the activity in Indiana, will con- 
struct the aluminum plant at a cost of $7 million, entirely at their own 
investment.” 

Senator Humpurey. Mr. Hamil, the question about S. 2427, the bill 
to which we are directing our momentary attention, is not so much 
related as to your overall view of the matter because this does, as 
Senator Capehart indicated, apply to all types of Federal activities in 
the loan field. 

It applies to housing loans, it applies to other farm credit loans, and 
obviously you should not be the man that would make a judgment on 
matters over and beyond, at least in your official capacity on matter 
over and beyond the REA. 

I want to know that since REA is one of the larger lending units 
of the Government, do you feel it is inevitable if this bill goes into 
effect as of the years 1958-59, the interest rates for REA would go up? 

Now, Senator Capehart says that maybe in the future they may 
come down, therefore, it may be below 2 percent. 

I would like to be as optimistic. But speaking of the years 1958-59, 
I am sure you will agree with me that the interest rates would go up 
if the bill went into effect. 

Therefore, do you support that type—a rise in the interest rates 
or do you object to a rise in the interest rates? That is what it boils 
down to. 

That isa fair statement of it, is it not? 

Mr. Hamiz. Yes. I do not like to get an interest rate raise myself in 
my own business, Senator, but I have had to take it a time or two. 

Senator Humenrey. I know. But now the question is you said that 
you did not want to thwart the objectives of the REA, and I believe 
you are very sincere in that, that you want to fulfill the objectives 
of the REA. 

Would a rise in the interest rates in any way thwart or obstruct or 
impede the fulfillment of the objectives of the REA Act? 

Mr. Hai. Yes, it would in the sparsely settled areas of this coun- 
try, and that is the only place where it would really impede. 

Senator Humpnurey. a right. That isa frank answer. 

Let me ask you now this one more question: Did you, at any time, 
as the Administrator of REA, responsible for millions of dollars of 
loan funds, responsible for the collection of loans that are outstanding, 
did you recommend, through the Secretary of Agriculture, or through 
Mr. Scott, to the Bureau of the Budget, and in turn, of course to the 
President, did you recommend support for S. 2427 ? 

Or did you recommend the provisions that are in S. 2427? 

Mr. Hami. You asked me a specific question that I want to consult 
about with those who are more familiar with what has been said. 

Senator Humpurey. This isa yes or no answer. 

Mr. Hamm. Yes; I will give you a yes or no answer, Senator. 

This bill was presented to the Congress last August, was it not? 

Senator Careuarr. The President sent a message to Congress advo- 
cating that we do exactly what this bill calls for. 

Senator Humpenrey. I am not going to argue about the merits nor 
demerits of the bill; that is something for another committee. But 
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when a recommendation comes from the President, he generally gets 
the basic information, and basic recommendations for such a pro- 
posal, from the operating agencies, particularly if it is an adminis- 
tration bill. 

This is an administration bill. Whether it is a good bill or a bad 
bill is not for this committee to decide. 

What I want to know is, did the REA Administrator, who is re- 
sponsible for hundreds of millions of dollars of loan funds, and there- 
fore very definitely affected by the purposes of this legislation, did 
he make recommendations which supported or which suggested or 
which engendered this kind of a proposal to the Congress ? 

Mr. Hamu. I don’t think I did. I would like the opportunity, 
Mr. Chairman, to check correspondence. 

I do not think I have. 

Senator Humrurey. Did Mr. Scott do so? 

Is Mr. Scott present / 

Mr. Scorr. Yes. 

Senstor Humpnrey. Mr. Scott, did you make such recommenda- 
tions 

Mr. Scorr. Senator, my recommendation was, from observation of 
the REA loans that I had seen, that a good percentage of the rural 
electrification systems, those that have been in operation a good long 
while, in my judgment ought to be able to take what would be involved 
in this interest rate, in part 1 of the bill. 

Senator Humpnrey. Mr. Scott, let me make this quite clear. I 
am not going to argue whether that is a good suggestion or a bad 
suggestion. 

I am talking only procedure here, that is what we are really talking 
about. 

Mr. Soorr. Yes, I know. 

Senator Humpnrey. Not substance. 

Mr. Scorr. Yes. 

Senator Humeurey. I ask you a simple question: Did you as the 
credit coordinator—your title is the Director of Agricultural Credit 
Services—did you as the Director of Agricultural Credit Services 
recommend to the Secretary, and he, of course, as the President’s 
agent, recommend the principles which are embodied in S, 2427? 

Mr. Scorr. Sir, I was meaning to explain my recommendation to 
him. 

It was a conditional recommendation. It was my judgment that 
the REA systems generally that had been in operation for a good 
long while could take the interest raise that would be involved in 
part 1. That I thought it would have a serious effect on the new 
telephone loans, and for electric systems probably in some of the 
sparsely settled areas such as the Administrator has referred to. 
That unless there were some profitable loans other than just the usual 
farm or ranch loans that they could hook into, that they might have 
some trouble with their justification in some of those areas. That 
there ought to be some discretion in the application of this bill, if it 
appeared from actual practice that it was getting in the way of car- 
rying out the intention of the act. 

Senator Humpnrey. That was your recommendation to the Sec- 
retary ? 

Mr. Scorr. That is right. 
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Senator Humpnurey. We will not make any judgment about that 
recommendation. I mean we are just talking about procedure. 

Senator Symrneton. Will the chairman yield? 

I want tu be sure I understand this. 

Mr. Scott, as I understand it, the rate was standard for everyone at 
the time you made your recommendation; is that right ? 

Mr. Scorr. Under the bill, it would have to be, Senator. 

Senator Symrneron. It is 2 percent? 

Mr. Scorr. Right now, yes, sir. 

Senator Symineton. Did you recommend in any case that it be 
lowered below 2 percent ? 

Mr. Scorr. No, sir. 

Senator Symineron. So any change you made in the 2 percent would 
be a change up; is that right? 

Mr. Scorr. That is right. Except that the rate might, as Senator 
Capiert has said, dip down. But at this time it would be an increase 
certainly. 

Senator Symineton. It would be down if the cost of money to the 
Government were below 2 percent. 

Now, what REA’s did you recommend to pay more than 2 percent? 

Mr. Scorr. I expressed the viewpoint to the Secretary that the elec- 
tric systems, particularly, that had been in operation a good many 
years, it would seem to me were well enough established that they could 
take what increase would be involved in this title 1. 

Senator Symineton. How much would that be in percent? 

Mr. Scorr. Well, I guess it would be something less than 1 percent 
now. 

At the current time, the cost of long-term money is around 3 percent, 
I believe, to the Treasury. 

Senator Syminetron. Thank you. 

Senator Humpurry. I have this final question for you. 

You made the recommendation to the Secretary in your role as the 
Director of Agricultural Services. Did you consult with the REA 
Administrator on these matters relating to the recommendations that 
you made to the Secretary ? 

Mr. Scorr. Yes, we talked about it. 

Senator Humpurey. Now, the Administrator said that he was con- 
sulted after the proposal was presented to him. 

Mr. Scorr. Well, certainly after the bill was presented. 

Senator Humpnurey. No; hesaid he was asked tosign a 

Mr. Hamin. Mr. Chairman, are we talking about two different cases? 
I thought the one we were talking about a few minutes ago was the 
proposed financing bill that had to do with the appropriation. 

Tat least directed my answers toward that one. 

Senator Humpurey. Well, did you consult with Mr. Scott. Am I 
to understand now that you consulted with Mr. Scott on this matter 
of the interest rates in REA before Mr. Scott made his recommenda- 
tion ? 

Mr. Hamr. I think we discussed the matter, yes. 

Senator Humpnurey. All right. 

Now, I asked you a while ago what your recommendation had 
been. And you were in such a quandary as to whether you had made 
any recommendation. 
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Mr. Hamu. This matter came up a long time ago. It came up last 
summer. 

Senator Humpnurey. A year ago. 

Mr. Hamin. Yes. It came up last summer. And I would like to 
enter into the record—I would like, if I may have your permission, to 
qualify my statement. 

You asked me pointblank, yes or no, and I don’t know whether 
I did or whether I did not, or whether my recommendation went over 
there with qualifications. 

Senator Humpurey. Well, in your visits with Mr. Scott, which visits 
you say now were held, did you agree with Mr. Scott’s position, or did 
you disagree with it. Is Mr: Scott's recommendation the result of your 
recommendations to him ? 

Mr. Hamin. No; not tomy knowledge. 

Mr. Scorr. No; : they are not. 

Senator Carenarr. Mr. Chairman 

Senator Humpurey. Senator Lausche had a question. 

Senator Lauscue. What is the total amount of outstanding loans to 
rural electric associations—approximately the amount? 

Mr. Hamu. $2,450 million. The unpaid balance at the present 
time is about $2,450 million in the electric program and about $280 
million in the telephone program. 

Senator Lavscue. So the total amount of outstanding loans is $2,730 
million, approximately. 

Mr. Haman. Yes. 

Senator Lauscue. The Government is drawing interest at the rate 
of 2 percent on that amount. 

Mr. Hamin. Yes. 

Senator Lauscue. Mr. Benson testified this morning that the pres- 
ent interest paid by the Government on 20-year bonds is 3 percent. 
What is your understanding of the interest that the Government is now 
paying, let’s say, on 20- or 30-year bonds? 

Mr. Hamu. ‘I think that is basically about right. 

Senator Lauscue. Three percent. 

Mr. Ham. Yes. 

Senator Lauscne. So that we are loaning money at 2 percent, and 
paying 3 percent to get that money to loan; is that correct ? 

Mr. Hamin. That is on loans we are making now; yes. Some of these 
loans were made years ago, Senator. 

Senator Lauscur. Now, as I understand your position, that is in 
certain instances where there is sparse population, you feel that there 
is justification in the Government’s suffering the loss in developing 
rural electrification ; is that correct ? 

Mr. Hamit. That is right. 

Senator Lauscur. But in those instances where the economy is 
such that they can pay the interest, and conduct their business, that 
in those instances, the Government ought to recoup its cost in bor- 
rowing money in order to lend it, is that correct ? 

Mr. Has. I think that is a good business premise, Senator. 

Senator Lauscue. Well, isthat your view ? 

Mr. Hamu. That is my view. 

Senator Lauscur. Have any of the rural cooperatives paid back 
fully the borrowed money that they had got from the Federal 
Government ? 
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Mr. Hamin. Yes. 

Senator Lauscue. And they are now operating on a self-sustaining 
basis, is that correct? Some of them ? 

Mr. Hamu. I can’t give you the exact number, Senator. I will 
prepare it forthe record. Yes. 

(The information later supplied follows :) 

Ninety-one electric borrowers have repaid their loans, of which fifty-one were 
cooperatives. Three telephone borrowers have repaid their loans, of which one 
is a cooperative. 

Senator Lauscue. All right. 

Now, then, to go one step further. This bill that we are telling 
about, S. 2427, was prepared by the Administration with intende 
application to all loans made by the Federal Government, is that 
correct # 

Mr. Hanmi. Yes, in the future. 

Senator Lauscue. Yes. And therefore the Rural Electrification 
became a part of it, merely because of its general application to all 
loans made by the Federal Government in the future. 

Mr. Hamu. That is right. 

Senator Lauscue. Now, this morning Mr. Benson testified : 

I have insisted and expect to continue to do so, that REA shall not be singled 
out on this interest rate question. It seems to me it is a sound policy for the 
Treasury to recover its costs of obtaining funds for any type of lending pro- 
gram where this is consistent with the obtainment of the objectives of that 
program. 

Have you listened to that ? 

Mr. Hamm. Yes. 

Senator Lauscue. And you are reading it ? 

Mr. Hamin., Yes. 

Senator Lauscue. Is that statement in accord with what you have 
in mind ? 

Mr. Hani. Yes. 

Senator Lauscue. That is, in those instances where populations 
are sparse, and where economic feasibility cannot be established on 
the basis of a 3 percent loan, that a dispensation ought to be made 
by making a loan that will produce a loss to the Federal Government, 
but will provide the welfare and the comfort of the people, is that 
correct ? 

Mr. Hamiu. That is correct. 

Senator Lauscue. In those instances, where economic feasibility 
can be established on the basis of paying the Government what it has 
to pay in interest, you feel that in those instances the Government 
ought to recoup its interest. 

Mr. Hamm. Yes, I do. 

Senator Lauscue. All right. 

Senator Humpurey. Do you feel that S. 2427 will in any way im- 
pede the fulfillment or the attainment of the objectives of the Rural 
Electrification Act—that is the issue if this bill becomes law. I know 
the author feels it is a good bill if he put it in. 

But I want to know what the REA Administrator feels about it. 
I want him to answer whether or not—the Secretary said that— 
should the Congress adopt this proposed legislation, I am going to insist that no 


costs be added to the RBA interest rate to borrowers which would be inconsistent 
with the purpose of this lending service— 
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and also he said that— 


any type of lending program where this is consistent with the obtainment of the 
objectives of that program. 

Now, the objectives of the program are listed in the REA Act. Will 
the proposal which you have in your hand, which we have been dis- 
cussing most recently here, in any way limit the fulfillment or the 
obtainment of those objectives if it were to become law ? 

Mr. Hamit. Senator, you ask me questions that can’t be answered 
esorno. They have to be qualified. We are dealing in 46 of the 48 
tates, and 3 Territories, with rural electrification loans under tremen- 

dously varying circumstances. 

Senator Humpnurey. Well, are you saying we ought to have one 
interest rate for Minnesota and another one for South Carolina? 
You cannot have that. 

Mr. Hamu. Iam not saying that, no. 

Canines Houmpnrey. Well, how would you have two types of interest 
rates ¢ 

Mr. Hamu. I doubt if the Administrator could live with two types 
of interest rates. 

Senator Humepnurey. Of course he could not. So you have to have 
one interest rate. And whether that interest rate is 5, 4, 3, 2 percent, 
or any portion thereof, you will have one interest rate. 

Now, if that is the case, it is to be at least momentarily presumed that 
if S. 2427 became law this year that it would increase interest rates. 

In fagt, I note it even provides that the Secretary of the Treasury 
shall fix these rates. He is not compelled to take into consideration— 
he can take into consideration the current average market yields, etc. 

But that does not mean that it governs his ultimate decision. He 
just takes that into consideration. 

Now, my point is if the rate goes up, and you can have only one 
rate, does this impede or obstruct the obtainment of the objectives of 
REA? Now that is not too difficult. 

Mr. Hamu. It would impede the building of rural telephones in 
the sparsely settled areas. At least they would cost more, Senator. 

And the same thing would be true in the more sparsely settled areas 
of the country for the extension of rural electrification lines. 

Senator Humpnrey. Thank you. That is all I want to know. 

Now, Senator Martin. 

Senator Martin. I was just going to suggest that we proceed with 
the bill that is under our jurisdiction. 

Senator Humpurey. I was just going to say the same thing. 

We have a bill before this committee, S. 2990. The main reason that 
we spent time on the other bill was not because of its substance; I think 
that can be debated pro and con. 

What I wanted to know is what the role was of the REA Adminis- 
trator in the recommendations relating to this bill. 

Senator Carenart. Mr. Chairman, may I just have one word. After 
listening to testimony the last 15 or 20 minutes, both from Mr. Benson 
and the present witness I feel Mr. Ellis owes both of them an apology 
at least in this respect, because he gave as one of the reasons why this 
conspiracy existed to eliminate REA was the fact that they were for 
higher interest rates. 
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And they have disputed that argument right here, and proved that 
they are not for higher interest rates but wish to keep them as they 
are. 

So I think Mr. Ellis and Mr. Hamil are together on that one point. 

Senator Humpurey. I have been trying to find out whether Mr. 
Hamil is for higher interest rates or not. Mr. Hamil says he is when 
they can pay it and he is not when they cannot pay it. 

Senator Lauscue. I think that is pretty sound. 

Senator Symineron. I think Mr. Hamil’s testimony is pretty clear. 
He thinks there are some cases where you can increase the rates, and 
he thinks rates should always be increased when it does not hurt 
the operation. 

He thinks there are some cases when rates should not be increased 
because it would hurt the operation. 

On the other hand, he does not believe there can be two rates. You 
can take it from there. 

Senator Caprruart. I believe what he states is quite sound, and 
disproves what Mr. Ellis said this morning—that he is for running 
REA out of business because he is for increased interest rates. 

Mr. Hamm. Mr. Chairman, may I commend Senator Symington. 
He has made a very fine brief of what we have gone over here in the 
last 30 minutes. And I commend you for that very fine brief. 

Senator Humrurey. You realize, of course, it left you stopping 
at dead center. 

Mr. Hamin. That is right. And I tell you being Administrator of 
REA, you do find yourself at dead center occasionally, because there 
are some mighty tough propositions to meet. 

Senator Humpurey. Now, you have before you on the table there, 
I am sure, S. 2990, Mr. Hamil. 

Mr. Hamm. Yes. 

Senator Humeurey. I would like to just ask you a question or two 
about what it does. Itis quite plain. It says: 

There are hereby transferred to the Administrator of RBA all functions which 
were transferred from the Administrator to the Secretary of Agriculture by 
such reorganization plan. 

If this bill were to be enacted into law, would it in any way weaken 
or in any way impair the activities of the REA—of the administra- 
tion ? 

Mr. Hamu. If it were enacted ? 

Senator Humrurey. Yes. 

Mr. Hamu. Can I read—this time I have my letter here. Can 
I read from it, Senator ? 

Senator Humpnurey. Yes, indeed. You are the witness. 

Mr. Hamm. My statement is that I see no need for the enactment 
of this bill. Since I assumed the Office of the Administrator of REA 
in June 1956, the organizational position of REA as an agency within 
the Department of Agriculture under Reorganization Plan No, 2 
of 1939 and Reorganization Plan No. 2 of 1953 has remained un- 
changed. I do not believe enactment of the bill would advance the 
administration of the REA programs and the accomplishments of 
the objectives of the Rural Electrification Act. 

Senator Humpurey. Well, you mentioned the plan of 1939. The 
Secretary and yourself have both said that placed a great deal of 
responsibility in the Secretary. Is that correct? 
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Mr. Hamu. Yes. 

Senator Humpurey. In fact, the Secretary rests his case upon the 
fact that the reorganization plan of 1939 gave him general super- 
vision, which meant, according to the court case of 1944, that he re- 
ferred to, also controls over loan funds, is that correct ? 

Mr. Hamm. Yes. 

Senator Humrpurey. Well, now, was there any such control exer- 
cised ? 

Mr. Hamiu. No. 

Senator Humpurey. When did the control start to be exercised over 
loan funds? 

Mr. Hamu. I am only familiar with that, Senator, since I have been 
Administrator. But there has been no exercise over loan funds since I 
have been Administrator. 

Senator Humpurey. So insofar as this bill is concerned, it does 
not affect the Reorganization Plan of 1939. This bill applies to sec- 
tion 1 of the Reorganization Plan No. 2 of 1953. 

So the basic Reorganization Plan of 1939, which transferred the 
housekeeping functions, that is the purchase of the pencils, the tele- 
phone system, and the procurement items that it takes to run an office, 
all of that is still left intact under the basis of the 1939 reorganization 
plan, isn’t it? 

Mr. Hamm. That is right. 

Senator Humpurey. Isn’t that right, Mr. Farrington? 

Mr. Farrtneron. No, Senator. 

Senator Humpnurey. It isn’t? This bill applies to Reorganization 
Plan No. 2 of 1953. 

Mr. Farrineton. That is correct. But we take the position that all 
of the powers of the Administrator of REA were, in effect, vested in 
the Secretary of Agriculture by the 1939 plan. 

Senator Humpurey. I know you do. 

Mr. Farrrneton. Which was specifically approved by the Con- 
gress. I mean the reorganization plan was specifically approved by 
the Congress. 

Therefore, sir, I don’t see how S. 2990, which merely put back in the 
REA Administrator, or purports to, whatever authority he had at 
the time of reorganization plan of 1953 would accomplish anything. 

Senator Lauscuer. That is because the 1939 provisions would still 
prevail and achieve exactly what you think the 1953 bill did. 

Mr. Farrtneton. That is correct, sir. 

Senator Humrnrey. Now, I want to call to your attention the hear- 
ings on the plan of 1953. You of course are very familiar with them; 
page 166. I believe your predecessor was Mr. Loos. 

Mr. Farrineton. Yes, sir. 

Senator Humpnrey. I participated in these hearings, as a mem- 
ber of this committee, And at that time Mr. Loos says as follows: 

It is correct in the fact that the law cited originally placed the function in 
the Secretary and the functions of the agencies that you named— 


we are speaking now of the act of 1939. 


But for example in the case of the Forest Service, since the Forest Service 
was established, there have been a number of acts of Congress conferring powers 
and duties and responsibilities which have been referred to vesting them in the 
Forest Service and not in the Secretary. 





AMEND REORGANIZATION PLAN NO. 2 OF 1953 85 


There is a great area of doubt as to just where the Secretary’s power begins 
and ends with respect to some of these matters. The same is true of the Rural 
Electrification Administration, and the Farmers’ Home Administration. Those 
both came into the Department through previous reorganizations. 

Senator Humphrey said “That is correct.” 


Mr. Loos. And since then there have been other acts which refer to the Rural 
Electrification Administration and the Farmers’ Home Administration, and so 
forth, without referring them to the Secretary. 

So the reason we have listed— 


says Mr. Loos— 


the Farmers’ Home Administration, the Rural Administration, Soil Conserva: 
tion, and Forest Service, among these agencies with respect to which the Secre- 
tary does not have full power, is because there has been since the original act 
legislation that does indicate that powers were vested in the administrative 
agencies or the head of the agency rather than in the Secretary. 


Senator Humphrey said: 


In other words, it is your opinion, Mr. Counselor, the powers are somewhat 
ambiguous and doubtful, and therefore the reorganization proposal would 
clarify that and vest it directly in the Secretary without doubt. 

Mr. Loos. That is exactly the situation. 

Well, now, what Mr. Benson is doing is resting his case as to com- 
plete supervision over the REA on the act of 1939. Your predecessor 
disagreed with that, and said that the main reason that we needed the 
act of 1953 was because the act of 1939 was not quite that inclusive. 

Now, is that a fair statement of Mr. Loos’ position ? 

Mr. Farrtnaton. Well, Senator, I don’t believe that Mr. Loos rested 
his case entirely on that. I believe he said it was ambiguous. 

Senator Humpurey. I said it was ambiguous. 

Mr. Farrineton. Lam sorry. I thought you read it from the testi- 
mony. 

Senator Humpnrey. What I am getting at, sir, is that the act of 1939 
still applies under S. 2990. 

Mr. FarriNneton. That is correct. 

Senator Humpnrey. Now, that act of 1939 did provide for the gen- 
eral housekeeping functions of REA to be more or less managed by 
the Department of Agriculture. 

In other words the act of 1939 left REA in the Department of Agri- 
eulture in very much the same position which the Surgeon General 
or the Office of Education, I would say, is in the Department of Health, 
Education, and Welfare. 

They have a separate status. 

I sat through all those hearings on plan No. 1 of 1953. I can recall 
when the doctors appeared they were not going to permit, under the re- 
organization plan relating to health, education, and welfare, the Secre- 
tary to have the kind of authority over the Public Health Service, that 
the Secretary of Agriculture now wants to claim over REA. 

They made that quite specific in the testimony. 

Here we see a situation where a bill is being offered to restore REA 
to the kind of semiautonomous independent status that it had under 
the act of 1939. And my question to you is simply this: Would this 
in any way impede, impair, obstruct, weaken, or limit the effective- 
ness of the Rural Electrification Administration to do its job? 

Mr. Farrineron. Senator, I still respectfully disagree as to the 
effect of the bill. 
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Now, the question of whether it would impede or not I think would 
be up to the Administrator. I don’t believe I could comment on that. 

Senator Humpurey. Well, it apparently did not impede it before. 
I mean we built quite a REA system, didn’t we, before 1958. 

Mr. Farrrneton. Yes, sir. But that was under a statute which had 
been changed by the Reorganization Plan of 1939 to put the general 
powers of direction and supervision in the Secretary of Agriculture, 
which we have construed as meaning that the Secretary in effect had 
all of the powers of the Administrator of the REA. It had been so 
held by the Comptroller General and the principle supported by a 
number of court cases. 

Senator Humpurey. I have no doubt about that at all. 

Senator Carenart. Mr. Ellis said there are a lot of people against 
REA. There is no truth in that statement at all. I don’t care where 
REA lodges, where the authority and responsibility lodges, as long a+ 
a good job is done. 

Let me ask this question. Could you do a better job administering 
REA if you were an independent agency and not in the Department 
of Agriculture ? 

Mr. Hamu. I think I could do an equally good job. But I don’t 
think I would have opportunity to do any better. 

Senator Capruart. In other words, you think you could do equally 
as good a job, but no better. And my next question is: Are you, as 
the Administrator—are you in any way being injured in your opera- 
tion at the moment as the REA Administrator? Are you being hurt 
in any way by the Department of Agriculture? 

Mr. Hamit. My operations of REA are not being handicapped by 
being a member of the Department of Agriculture. 

Senator Carenart. In other words, you are not being handicapped 
at the moment. You think you could do equally as good a job if it 
was an independent agency, is that you answer ? 

Mr. Hani. Yes. 

Senator Humpurery. Mr. Hamil, as you understand, S. 2990 does not 
take REA out of the Department of Agriculture. But it does take 
Mr. Scott out of REA. 

Now, that is a simple fact. Isn’t that right, Mr. Scott—if it passes? 
I don’t mean you as an individual, but I mean it takes the Director 
of Agricultural Credit Services out of REA. 

Mr. Scorr. Senator, I am sorry. I just don’t feel qualified to an- 
swer that. I am not familiar with just what the effect of this would 


Senator Humpurey. It is pretty simple. It says it will transfer 
back all the functions that REA had before Reorganization Plan No. 
2 of 1953 went into effect. 

oan were not in the business of reviewing REA loans; isn’t that 
right ¢ 

Mr. Scorr. That is right, sir. 

Senator Humpnurey. O. K. Now 

Senator Lauscue. But is the purpose of the bill, then, merely to 
take the functions of the office which Mr. Scott occupies out of REA? 
Is that the purpose ? 

Senator Humpurey. That is its central purpose. The central pur- 
pose is to let the Administrator of REA be the Administrator. 
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Senator Lauscue. Then I would like to ask what the functions of 
your office are, Mr. Scott. 

Mr. Scorr. With respect to 

Senator Lauscue. In the Department of Agriculture. 

Mr. Scorr. I work with Mr. Hamil and his staff, and Mr. Kermit 
Hanson, the Administrator of the Farmers’ Home Administration, 
and his staff in policy matters. 

Senator Symineron. What do you mean by that? To whom do 
you report directly ? 

Mr. Scorr. To the Secretary, through Mr. Morse, the Under Sec- 
retary. 

Senator Symineron. You report to Mr. Morse and the Secretary 
of Agriculture? 

Mr. Scorr. That is right. 

Senator Symineton. And when you work on policy matters, you 
discuss it as a staff member with no authority, or do you discuss it as 
a line member with authority of decision? 

Mr. Scorr. It depends on the nature of the discussion, Senator. 
Certainly we never make any major decisions that would have far- 
reaching effects without taking it up with the Secretary and the other 
members of his policy staff. That is customary for all of the—— 

Senator Symineton. Does the Secretary delegate his authority to 
you, so that when you discuss a matter, for example, with Mr. Hamil, 
you talk with the authority of the Secretary, or you just are there in 
order to get information in order to report back to the Secretary ? 

Mr. Scorr. That will depend a great deal. If it is anything of a 
real major far-reaching effect I would certainly check it back to the 
Secretary and his staff. 

Senator Symineton. Who would decide? 

Mr. Scorr. The Secretary. 

Senator Syminoron. You tell him everything, then ? 

Mr. Scorr. I beg your pardon. 

Senator Symincron. You tell him every matter you discuss with 
Mr. Hamil? 

Mr. Scorr. Oh, no. 

Senator Symineron. Then how can he decide which ones are im- 
portant and which ones are not ? 

Mr. Scorr. Well, I take up with him matters that I think are of 
major importance. 

Senator Symineron. One more question from the standpoint of 
administrative procedure. If you decide in your own mind that a 
matter is not of major importance, do you make the decision, then, and 
tell Mr. Hamil what to do? 

Mr. Scorr. I have never discussed matters with Mr. Hamil in terms 
of telling him what to do. It is a matter of discussing them. 

Senator Symineron. Do you suggest that he do something at times? 

Mr. Scorr. Senator, I could give you an example. 

Senator Symincron. Now, I just want to clear this point, then I 
would like to listen. Do you suggest that he take a certain course of 
action ? 

Mr. Scorr. Yes, sir, I have done that. 

Senator Symrneron. And you do that with the authority of the 
Secretary; is that correct? 

Mr. Scorr. Entirely as a suggestion. 
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Senator Symineron. Has he ever refused to accept your suggestion ? 

Mr. Scorr. He certainly has. 

Senator Symineron. When he does that, do you take that matter 
up with the Secretary of Agriculture, or do you let his decision stand? 

Mr. Scorr. There have been no matters that we have disagreed on 
that I have felt we ought to take up with the Secretary. These have 
been matters of 

Senator Symrneron. This is very important and very interesting. 
So as I get it, Mr. Hamil, in effect, can listen to you but do what he 
wants. 

Mr. Scorr. That is the kind of matters that we have had. I would 
be glad to give you an illustration., 

Senator Symincron. That isn’t necessary. Is it correct that he has 
the final decision, with matters that you take up with him? 

Mr. Scorr. Well, certainly on all of these loans there has never been 
any attempt on my part to tell Mr. Hamil that he should or should 
notmakealoan. That authority is his. 

Senator Symrneron. Has the Secretary of Agriculture delegated 
to you administrative authority, or do you go in as an adviser to Mr. 
Hamil without authority ? 

Mr. Scorr. Asan adviser. 

Senator Symineron. Without authority. 

Mr. Scorr. Certainly I am not taking the responsibility of making 

major decisions that the Secretary will have to account for. 

Senator Symrneron. Now, let me Just ask you another question, 
because I want to he frank with you. I don’t quite understand you. 
As I get it, any loan over $500,000 goes to the Secretary’s Office ; is 
that correct ? 

Mr. Scorr. Comes to my office. 

Senator Symineron. I’msorry. I was putting you in as part of the 
Secretary’s staff. Now, when you look at that loan, you review it for 
the Secretary ; is that correct ? 

Mr. Scorr. Yes, I think that would be right. 

Senator Symrneron. And if you thought that the loan was wrong, 
would that be a matter of major policy that you would take up with 
the Secretary ? 

Mr. Scorr. Well, if I felt strongly enough that the REA should 
not make a loan, I certainly would tell Dave that he should not make 
that loan until we discussed it with the Secretary. 

Senator Symineron. Have you ever done that? 

Mr. Scorr. No, sir. 

Senator Syarveron. I beg your pardon. 

Mr.Scorr. No, sir. 

Senator Symrneron. You have not. But you have felt some of the 
loans should not be made. 

Mr. Scorr. Yes. There have been 3 or 4 loans that I felt that——— 

Senator Symrneron. But you did not feel strong enough about the 
fact they should not be made to take it up with the Secretary; is that 
right ? 

“Mr. Scorr. That is correct. 

Senator Munpr. Mr. Chairman, did I understand from the testi- 
mony, Mr. Scott, that you never have turned down a loan that the 
administrator has requested ? 
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Mr. Scorr. That is right, sir. 

Senator Munpr. You have consulted him on some of them. On 
some of them you have made suggestions or made criticisms. But in 
all cases, the Administrator has made the loans that he thought should 
be made. 

Mr. Scorr. Yes. They are the loans that have been mentioned 
here today. The Puerto Rico loan was an example—the major one 
that Mr. Hamil and I discussed at length. That was a case where 
that very strong power system down there for the whole island— 
had with priv ate fin: incing constructed, as I recall, Dave, about 18 or 
19 generating units. They had been financed by REA for a distribu- 
tion system. And they came in with a request for financing of a 
generating plant. It was at a time when the money market rates 
were high. And frankly, I just felt like they were looking for some 
2 percent money. They ‘had gotten along real well. They have a fine 
system, lots of resources. And I honestly felt that maybe they were 
just attracted too much by this 2 percent rate. 

Now, it is certainly true that the file on that application shows 
that the energy that is being supplied out in these rural areas, is 
eligible under the act. Also that the energy being used is about 
equivalent to the capacity of this unit that they propose to put in. 

Now, it was merely a question on my part, and I so expressed it to 
Mr. Hamil, frankly, that I was not sure that it was the intention of 
the act to make a loan to a company in that strong a financial posi- 
tion, and who had through many years privately financed all of their 
other generating units—and whether we ought to say to them—— 

Senator Symineron. Excuse me. Financed other units through 
private loans? 

Mr. Scorr. That is correct, sir. They are in the market very 
frequently. It is a very splendid organization. 

Senator Symrnetron. And you feel the reason they came to REA 
was because they could get a better rate, even though they did not 
need the better rate from the standpoint of their solvency and operat- 
ing record, is that correct ? 

Mr. Scorr. I had that impression. The loan was certainly within 
the terms of the act, and met the other requirements. I merely 

‘aised these objections, and I did it quite seriously and frankly, to Mr. 
Hamil. He approved the loan with the advice of his staff—and the 
supporting detailed information. I am not and have not questioned 
his judgment in going ahead and making the loan. 

But that is the most outstanding example of where we have differed. 

Senator Lauscue. Was the loan made? 

Mr. Scorr. The loan was made for the amount they applied for. 
And I have certainly no disagreement with the judgment of the Admin- 
istrator on it. 

Senator Humpnrry. Mr. Scott, what you are telling us is that you 
and Mr. Hamil get along very well. I think that is fine. 

Mr. Scorr. We cer tainly do. 

Senator Humenrey. He is a very nice man and you are both fine 
gentlemen. But I think it is more important, rather than having a 
discussion about contemporary human relations, to have a discus- 
sion of what is the legal jurisdiction of your office. 
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I want to know what your real authority is. I want to know, on the 
matter of granting a loan, do you have the authority to say to Mr. 
Hamil, “No loan—out.” 

Mr. Scorr. Well, if I have, I certainly have not used it. 

Senator Humpnrey. You have not exercised it—I know that. My 
father, for example, was not one that exercised his authority very 
often, but he had it. And when he wanted to, he knew how to do it. 

I want to know—do you have that kind of authority ? 

Mr. Scorr. Senator, I believe I do not have. 

Senator Humpnrey. Well, what is your job, then? Are you sort 
of a consultant ? 

Mr. Scorr. I consult with these men on policy matters and many of 
these things we can clear up without consultation with the Secretary. 
I bring to them matters of policy that are discussed in the Secretary’s 
policy staff, that have application to the operations of the agency. 

Senator Symrneron. Mr. Chairman, if I may interrupt—I think we 
have developed a serious problem. Under the law, the Secretary of 
Agriculture believes that he has the right to make loans, regardless of 
the Administrator. In fact, he said this morning he could make a 
loan without even taking it up with the REA Administrator. 

Now, if that is true, he has the administrative right to delegate that 
authority to any one of his assistants. And if that is true, the person 
to ask about the authority of Mr. Scott would be the Secretary of Agri- 
culture. 

Senator Humpurey. Well, we did. And I found out that the Sec- 
retary thinks Mr. Scott is a fine man, too. And I am not denying this. 
This is undoubtedly very true. But I think somewhere along the line 
you do not have a government by having everybody going around 
saying, “He isa fine man.” I know there has been a good deal of this 
spirit of comradeship. But I want to know where is the authority. 

Mr. Scott ought to know. He ison the job. 

Senator Symrineron. If the Secretary of Agriculture feels that way 
about it we need to revise the bill so as to clarify the authority in 
REA with respect to the REA Administrator and the Secretary of 
Agriculture. 

enator Humrpurey. Well, I want to just complete my point. The 
Secretary has the authority under the Reorganization Act of 1953. We 
agree to that. 

As Senator Symington says, however, the Secretary may delegate 
that authority. 

Now, the question is: Has he delegated the authority to Mr. Hamil, 
who, under the law relating to the Rural Electrification Administra- 
tion, is supposed to make the loans, or has he delegated it to you, Mr. 
Scott? That is all I want to find out. 

Mr. Hamil may complete the administrative function of making 
the loan. But I want to know where the Secretary has delegated the 
loanmaking authority, or why Mr. Scott is looking at those papers? 

Senator Carrnart. Mr. Chairman, may I put it to him this way? 

Senator Humpurey. No—I want Mr. Scott to answer. 





OP) GIES 


aR 


A oO OE TR 


AMEND REORGANIZATION PLAN NO. 2 OF 1953 91 


Senator Carrnart. Let us put it to him in a way he can answer. 

Senator Humrpnurey. Well, he sure ought to be able to answer that. 

Mr. Scorr. Senator, to my knowledge I have not been given an 
delegation of authority to tell the Administrator of REA that he shall 
not make a loan, and I have no intention of doing it. 

Senator Humrenrey. That is a clear answer. 

Senator Caprnart. I was going to ask you this. Did the Secretary 
of Agriculture ever give you the authority to tell Mr. Hamil that he 
could or could not make a loan ? 

Mr. Scorr. He did not, sir. 

Senator Carenart. Well, then, why didn’t you give that answer 
half an hour ago? 

Senator Humpnrey. Senator Martin wants to be heard. 

; ae, Martin. The staff prepared a statement here from which 
will read : 


As previously indicated, section 1 of Reorganization Plan No. 2 of 1953 trans- 
ferred to the Secretary of Agriculture “all functions not now vested in him of 
all other officers” of the Department of Agriculture. This included the REA 
Administrator’s functions. 

After the adoption of Reorganization Plan No. 2 of 1953, Secretary of Agri- 
culture Benson, in an administrative order effective January 2, 1954, formally 
assigned the rural electrification program and the rural telephone program 
to the Rural Electrification Administration. 

By previous administrative action, Secretary Benson, on January 21, 1953, 
had realined the various operating agencies within the Department of Agri- 
culture into major groups. REA, along with the Farmers’ Home Administra- 
tion and the Farm Credit Administration, was placed in the “Agricultural credit 
group” to report to the Secretary of Agriculture through the Director of Agri- 
cultural Credit. 

On August 28, 1953, the Secretary isued an administrative order (18 Federal 
Register 5155) which delegated authority to the Director of the Agricultural 
Credit Services to “exercise general supervision’ over the agencies of the 
Department within the credit services group. This was implemented by a 
Secretary’s memorandum dated September 18, 1953, which directed the agencies 
grouped under the “Agricultural Credit Services” to report to its Director. 

On October 13, 1953, the Secretary announced a proposed overall departmental 
reorganization which bracketed the Rural Electrification Administration to- 
gether with the other agricultural credit agencies named under an “Assistant to 
the Secretary in Charge of Agricultural Credit,” who is now known as the 
Director of Agricultural Credit Services. 

The administrative order which formally authorized this reorganization of 
the Department’s functions (Federal Register, Jan. 6, 1954, 19 F. R. 74) in- 
cluded the following directive : 

“The head of each agency (1) will maintain close working relationships with 
the officer to whom he reports, (2) and will keep him advised with respect to 
major problems and developments, and (3) will discuss with him proposed 
action involving major policy questions or other important considerations or 
questions, including matters involving relationships with other agencies of this 
Department, other Federal agencies, or other governmental or private organiza- 
tions or groups.” 

Staff review of the administrative actions taken by the Secretary of Agricul- 
ture indicates there has been no official reorganization of the Rural Electrifica- 
tion Administration, pér se, except for its inclusion within the agricultural! 
credit services group for supervision by its Director. 


Now, I think perhaps inclusion of these documents in the record 
here, by the staff, might clarify what we are talking about. 


27304—58——-7 
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(The documents referred to follow :) 
[18 F. R. 5155] 
(Friday, August 28, 1953) 


DEPARTMENT OF AGRICULTURE 
Office of the Secretary 


UnNpER SECRETARY OF AGRICULTURE AND EACH ASSISTANT SECRETARY OF 
AGRICULTURE 


DELEGATION OF AUTHORITY TO PERFORM ALL DUTIES AND EXERCISE ALL POWERS AND 
FUNCTIONS OF SECRETARY OF AGRICULTURE 


a. Pursuant to the authority vested in me by Reorganizaton Plan No. 2, 1953, 
and subject to the provisions of paragraph c hereof, there is hereby delegated 
to the Under Secretary of Agriculture and each Assistant Secretary of Agricul- 
ture, severally, the authority to perform all duties and to exercise all the powers 
and functions which are now, or which may hereafter be, vested in me. The au- 
thority herein conferred upon each of the Assistant Secretaries of Agriculture will 
be exercised by each of such officers in connection with the functions of the 
agencies assigned to his direction and supervision as provided in paragraph b 
hereof, except when it may be necessary that he act otherwise because any other 
Assistant Secretary is absent or otherwise uavailable. She authority granted 
hereunder may also be exercised in the discharge of any additional functions 
which the Secretary of Agriculture may assign. 

b. Each of the Assistant Secretaries, the Administrative Assistant Secretary, 
and the Director of Agricultural Credit Services shall exercise general direction 
and supervision of agencies of the Department of Agriculture, as set forth herein, 
and shall perform such other functions as the Secretary of Agriculture may from 
time to time assign. 

(1) The Assistant Secretary of Agriculture for Research, Extension, and Land 
Use shall exercise general direction and supervision of the following agencies: 

Agricultural Conservation Program. 

Agricultural Research Administration. 

Bureau of Agricultural Economics. 

Bxtension Service. 

Forest Service. 

(2) The Assistant Secretary of Agriculture for Commodity Marketing and 

Soil Conservation Service. 
Adjustment shall exercise general direction and supervision of the following 
agencies: 

Commodity Credit Corporation. 

Commodity Exchange Authority. 

Federal Crop Insurance Corporation. 

Production and Marketing Administration. 

(3) The Assistant Secretary of Agriculture for Foreign Agricultural Service 
shall exercise general direction and supervision of the following agency: Foreign 
Agricultural Service. 

(4) The Director of Agricultural Credit Services shall exercise general direc- 
tion and supervision of the following agencies : 

Farm Oredit Administration. 
Farmers Home Administration. 
Rural Electrification Administration. 
(5) The Administrative Assistant Secretary of Agriculture shall exercise gen- 
eral direction and supervision of the following agencies: 
Office of Budget and Finance. 
Office of Hearing Examiners. 
Office of Information. 
Library. 
Office of Personnel. 
Office of Plant and Operations. 

With respect to the functions affected by this assignment, and any additional 
functions which the Secretary of Agriculture may assign to him, the Administra- 
tive Assistant Secretary is authorized to perform all duties and to exercise all 
the powers and functions which are now, or which may hereafter be, vested in me, 
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ce. This order shall not be construed to confer upon any officer named herein 
the authority of the Secretary of Agriculture to prescribe such regulations as 
may be necessary pursuant to section 8c (15) (A) of the Agricultural Marketing 
Agreement Act of 1937, as amended (7 U. 8. C. 608¢c (15) (A)). 

d. The determination of any matter by any of the officers named herein which 
requires the application of new principles or a departure from principles hereto- 
fore announced by the Secretary of Agriculture shall be brought to the attention 
of the Secretary for approval. 

e. (1) This order shall supersede all orders heretofore issued by the Secretary 
of Agriculture delegating authority to the Under Secretary of Agriculture and 
the Assistant Secretary of Agriculture. 

(2) Except as provided in subparagraph (1) of this paragraph, the provisions 
of this order are not intended to supersede or modify any delegations of authority 
heretofore made by the Secretary of Agriculture. 

f. The provisions of this order shall not preclude the Secretary of Agriculture 
from exercising any of the powers and functions or from performing any of the 
duties herein conferred. 

g. Any action taken by the officers herein designated in the exercise, on or 
after June 4, 1953, of the authority herein delegated is hereby confirmed, in view 
of the informal authorization heretofore granted. 

Done at Washington, D. C., this 24th day of August 1953. 


[SEAL] BE. T. BENson, 
Secretary of Agriculture. 


[F. R. Doc. 58-7562 ; Filed, Aug. 27, 1953; 8:53 a. m.] 





[18 F. R. 7498] 
(Monday, November 23, 1953) 


Office of the Secretary 


UNDER SECRETARY OF AGRICULTURE AND BACH ASSISTANT SECRETARY OF AGRICULTURE 


DELEGATION OF AUTHORITY TO PERFORM ALL DUTIES AND EXERCISE ALL POWERS AND 
FUNCTIONS OF SECRETARY OF AGRICULTURE 


a. Pursuant to the authority vested in me by Reorganization Plan No. 2, 1953, 
and subject to the provisions of paragraph c hereof, there is hereby delegated to 
the Under Secretary of Agriculture and each Assistant Secretary of Agriculture, 
severally, the authority to perform all duties and to exercise all the powers and 
functions which are now, or which may hereafter be, vested in me. The authority 
herein conferred upon each of the Assistant Secretaries of Agriculture will be 
exercised by each of such officers in connection with the functions of the agencies 
assigned to his direction and supervision, except when it may be necessary that he 
act otherwise because any other Assistant Secretary is absent or otherwise un- 
available. The authority granted hereunder may also be exercised in the dis- 
charge of any additional functions which the Secretary of Agriculture may assign. 

b. There is hereby delegated to the Administrative Assistant Secretary the 
authority to perform all duties and to exercise all the powers and functions which 
are now, or which may hereafter be, vested in me, in connection with the functions 
of the agencies assigned to his direction and supervision and any additional func- 
tions which the Secretary of Agriculture may assign to him. 

ce. This order shall not be construed to confer upon any officer named herein 
the authority of the Secretary of Agriculture to prescribe such regulations as 
may be necessary pursuant to section 8c (15) (A) of the Agricultural Marketing 
Agreement Act of 1937, as amended (7 U.'8. C. 608¢ (15) (A)). 

d. The determination of any matter by any of the officers named herein which 
requires the application of new principles or a departure from principles here- 
tofore announced by the Secretary of Agriculture shall be brought to the at- 
tention of the Secretary for approval. 

e. (1) This order supersedes the order of August 24, 1953, published in 18 
F. R. 5155 and all other orders heretofore issued by the Secretary of Agriculture 
delegating authority to the Under Secretary of Agriculture and the Assistant 
Secretary of Agriculture. 

(2) Except as provided in subparagraph (1) of this paragraph, the provi- 
sions of this order are not intended to supersede or modify any delegations of 
authority heretofore made by the Secretary of Agriculture. 
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f. The provisions of this order shall not preclude the Secretary of Agriculture 
from exercising any of the powers and functions or from performing any of 
the duties herein conferred. 

g. Any action taken by the officers herein designated in the exercise, on or 
after June 4, 1953, of the authority herein delegated is hereby confirmed, in 
view of the informal authorization heretofore granted. 

Done at Washington, D. C., this 18th day of November 1953. 


[SEAL] Hzrea Tart Benson, 


Secretary of Agriculture. 
[F. R. Doe. 53-9876 ; Filed, Nov. 23, 1953; 8:51 a. m.] : 





[19 F. R. 74] 
(Wednesday, January 6, 1954) 


NOTICES 
AGENCY HEADS ET AL. 


DELEGATIONS.OF AUTHORITY AND ASSIGNMENT OF FUNCTIONS 


SrcTion 100. Authority. The delegations in this document are made pursuant 
to authority vested in the Secretary of Agriculture by section 161, Revised 
Statutes (5 U. S. OC. 22) and Reorganization Plan No. 2 of 1953, as well as all 
other statutes and prior Reorganization Plans vesting authority in the Secre- 
tary of Agriculture with regard to the functions of the Department of Agricul- 
ture. 

SEc. 101. General purpose. The purpose of this document is to provide as 
nearly as may be a general and concise authority under which the agencies 
of this Department are vested with authorities adequate to the discharge of 
their responsibilities. As a result of the terms of Reorganization Plan No. 2 of 
1953, the Secretary of Agriculture is enabled to provide the subordinate officers 
and units of the Department with such delegations and assignments as he finds 
are necessary or desirable in relation to the functions performed. 

Sec. 102. Relation to Office of the Secretary. No delegation or authorization 
prescribed in this document shall preclude the Secretary from exercising any 
of the powers or functions or from performing any of the duties conferred 
herein and any such delegations or authorization is subject at all times to 
withdrawal or amendment by the Secretary. No delegation or authorization 
prescribed in this document shall preclude the exercise of any delegation or 
authorization otherwise provided to the Under Secretary, Assistant Secretaries, 
Administrative Assistant Secretary, or Assistant to the Secretary for Agri- 
cultural Credit, or to the Staff agencies as provided in section 112 hereof. 

Sec. 103. Responsibilities of Agency Heads—a. Responsibility to the Secre- 
tary. The delegations contained in this document are made subject to the gen- 
eral responsibility of the Secretary to the President and to the Congress for 
the administration of the Department. The head of each agency (1) will main- 
tain close working relationships with the officer to whom he reports, (2) will 
keep him advised with respect to major problems and developments, and (3) 
will discuss with him proposed actions involving major policy questions or other 
important considerations or questions, including matters involving relationships 
with other agencies of this Department, other Federal agencies, or other gov- 
ernmental or private organizations or groups. 

b. Responsibility for coordination of policies and operations. It is the re- 
sponsibility of each agency to consult and cooperate with other Department 
agencies when its activities relate to, affect, or are affected by the work of 
these agencies and to see that its policies, programs, and operations are coordi- 
nated with theirs, to the end that the Department operates with maximum unity 
and effectiveness. 

ec. Responsibility for efficient operation. Agency heads, having broad au- 
thority to carry on the functions of their agencies, are responsible for seeing 
that the work of their agencies is efficiently administered and that the public 
obtains the fullest possible benefit for the funds expended. To accomplish these 
objectives and to insure that the maximum possible improvements in programs 
and operations are achieved, agency heads should see that periodic reviews are 
conducted as required by Executive Order 10072 and 5 U. S. C. 1151. 
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ORGANIZATION OF THE DEPARTMENT 


Sec. 109. Service agencies. The Service agencies of the Department of Agri- 
culture are grouped as follows: 
a. Federal-State relations: 

Agricultural Research Service. 

Forest Service. 

Soil Conservation Service. 

Federal Extension Service. 

Agricultural Conservation Program Service. 

Farmer Cooperative Service. 

b. Marketing and Foreign Agriculture: 

Agricultural Marketing Service. 

Foreign Agricultural Service. 

Commodity Exchange Authority. 

ec. Agricultural stabilization: 

Commodity Stabilization Service (including Commodity Credit Corporation 
functions assigned in accordance with Commodity Credit Corporation 
by-laws). 

Agricultural Stabilization and Conservation Committees. 

Federal Crop Insurance Corporation. 

a. Agricultural Credit: 

Farmers’ Home Administration. 

Rural Electrification Administration. 

Sec. 110. Staff Agencies. The Staff agencies of the Department of Agriculture 
are as follows: 

a. Office of the Solicitor. 

b. Administrative Agencies: 

Office of Budget and Finance. 

Office of Hearing Examiners. 

Office of Information. 

Library. 

Office of Personnel. 

Office of Plant and Operations. 

Sec. 111. The functions of the Staff agencies are prescribed particularly in 
the Department’s Administrative Regulations and otherwise. 

Sec. 112. Delegations and authorizations to Service agencies shall be subject 
to such delegations and authorizations as are granted to Staff agencies by the 
Administrative Regulations or otherwise. 


GENERAL DELEGATION OF AUTHORITY 


Sec. 116. Delegations of authority to agency heads. The head of each agency 
shall, under the general direction and supervision of the Secretary of Agri- 
culture and the Under Secretary, and the Assistant Secretary, the Adminis- 
trative Assistant Secretary, or the Assistant to the Secretary in charge of 
Agricultural Credit to whom is assigned the general direction and supervi- 
sion of his agency, direct and supervise the activities of the employees of his 
agency. Subject to any reservation of authority contained in the assignment of 
functions to the individual agency, or otherwise reserved in the Administrative 
Regulations, the head of any agency is hereby delegated authority to take any 
action, including the authority to execute any document, authorize any expendi- 
ture, and promulgate any rule, regulation, order or instruction, required by 
law or deemed by him to be necessary and proper to the discharge of the 
functions assigned to his agency. The head of any such agency may, con- 
sistent with and with due regard to his personal responsibility for the proper 
discharge of the functions assigned to his agency, delegate and provide for the 
redelegation of his authority to appropriate officers and employees. Reserva- 
tions of authority to the Secretary are subject to the provisions otherwise made 
for the authority of the Under Secretary and Assistant Secretaries. 


PRIOR AUTHORIZATIONS 


Sec. 120. Status of prior authorizations and delegations. All delegations and 
authorizations of the Secretary affecting the subject matter of this document 
or in conflict with the provisions of section 116 are hereby rescinded except 
where reserved or otherwise expressly recognized by reference in this docu- 
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ment. However, any regulation, order, authorization, or similar instrument, 
heretofore issued by the Secretary, shall remain in full force and effect, except- 
ing that any delegations or authorizations contained therein shall be construed 
to conform to the assignments made in this document. Also, any regulation, 
order, authorization, or similar instrument including delegations of authority 
heretofore issued pursuant to any secretarial delegation or authorization by any 
other officer of the Department shall continue in full force and effect unless and 
until withdrawn or superseded pursuant to authority granted in this document. 
Nothing in this document shall be construed to disturb other regulations or 
instructions governing the general conduct of oflicers and employees of the 
Department or providing for the orderly handling of correspondence and 
communications. 


FEDERAL-STATES RELATIONS; AGRICULTURAL RESEARCH SERVICE 
ASSIGNMENT OF FUNCTIONS 


Sec. 200. Assignment of functions. The following assignment of functions is 
hereby made to the Agricultural Research Service: 

a. Coordination of all research activities of the Department, including exami- 
nation and analysis of all such activities current and contemplated, review and 
approval of all projects or proposals prior to initiation, advice and consultation 
on planning with heads of agencies, and reports and recommendations to the 
Secretary. 

b. The following research programs: Production and utilization (except for- 
estry) research, including research under Title I of the Research and Marketing 
Act of 1946 (7 U. S. C. 427 et seq.) ; farm management and costs, land economics, 
and agricultural finance; production aspects of farm labor, ordinarily associ- 
ated with farm management problems; soil conservation, except the national 
soil survey ; grass, and control of undesirable plants ; range management (except 
as otherwise assigned in this document) ; cotton ginning and processing; under 
section 7 (b) of the Strategic and Critical Materials Stock Piling Act (50 
U. S. C. 98f) ; under the Housing Act of 1949 (42 U. 8S. C. 1471 et seq.). 

ec. The research, investigations, inspections, experimentations, demonstrations, 
development work, service and regulatory work, and control and eradication of 
insects, plant and animal pests and diseases provided for under the heading 
“Agricultural Research Administration” in the Department of Agriculture Ap- 
propriation Act of 1954 (except forest pests and diseases and research on off- 
farm handling, transportation and storage of agricultural products, including 
investigations of insect infestations of off-farm stored products), and inspection 
and certification service, and standardization incidental thereto, for foods for 
dogs, cats, and other carnivora. 

d. Administration of the Federal Insecticide, Fungicide and Rodenticide Act 
(7 U. 8. C. 185-135k). 

e. The program of payments to States, Territories, and Puerto Rico under the 
Hatch Act of March 2, 1887, and supplemental and related acts, and payments 
to State Experiment Stations under section 204 (b) of the Agricultural Market- 
ing Act of 1946 (7 U. S. C. 1623 (b) ). 

f. Eradication of foot-and-mouth and other contagious diseases of animals 
and poultry. 

g. Hog Cholera Serum and Virus Marketing Agreement Act (7 U. S. C. 851- 
855). 

h. Administration of Title III of the Research and Marketing Act (7 U. S. C. 
1628-1629). 

i. All administrative functions on behalf of the Secretary relating to the ac- 
quisition and administration of patent rights. 

Sec. 201. Reservations.—a. Reservations to the Secretary. (1) Final action on 
regulations under the Hog Cholera Serum and Virus Marketing Agreement Act, 
previously requiring approval of the President. 

(2) The issuance, amendment, termination or suspension of any marketing 
agreement or order or any provision thereof. 

(3) Designation of members of advisory committee under Title III of the 
Research and Marketing Act (7 U. 8S. C. 1628-1629). 

(4) Determination as to the measure and character of cooperation with 
Mexico in the Foot and Mouth Disease Program pursuant to section 1 of the 
act of February 28, 1947 (21 U. S. C. 114b), the designation of members of 
advisory committees, and the appointment of Commissioners on any joint com- 
mission with the Government of Mexico set up under such Program. 
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(5) Approval of requests for apportionment of reserves for emergency out- 
breaks of insect pests and plant diseases. 

(6) Determination of emergencies in connection with the eradication of foot 
and mouth disease and other contagious diseases of animals and poultry. 

b. Reservations to the Judicial Officer. Final action in proceedings pursuant 
to sections 7 and 8 of the Administrative Procedure Act, except orders in rule- 
making proceedings under the Hog Cholera Serum and Virus Marketing Agree- 
ment Act. 

Forest SERVICE 


ASSIGNMENT OF FUNCTIONS 


Sec. 300. Assignment of functions. The following assignment of functions 
is hereby made to the Forest Service: 

a. Over-all leadership in forest and forest range conservation development, 
and utilization. (As used here and elsewhere in this Document the term “for- 
est” includes woodlands, and brush covered wild lands in mountainous areas.) 

b. The protection, management and administration of the national forests 
and lands acquired for or being administered in connection with national forest 
purposes. 

e. The following research programs: forest management; range management 
on forest ranges and adjacent, integrated nonforest lands; forest fire control; 
forest production and utilization; watershed protection and other forest and 
forest range influences ; and forest resources and economics. 

d. The programs of cooperation in the protection, development, conservation, 
management and utilization of forest resources, except as otherwise assigned 
in this document. 

e. Forest disease and pest research, control, and eradication. 

f. Programs under section 23 of the Federal Highway Act (23 U. 8S. C. 23, 
23a). 

g. Naval stores conservation program authorized by sections 7-17 of the Soil 
Conservation and Domestic Allotment Act (16 U. 8. C. 590g-590q). 

h. The protection, management and administration under Title III of the 
Bankhead-Jones Farm Tenant Act (7 U. S. C. 1010-1012), of lands under the 
administration of this Department including the custodianship of lands under 
loan to States and local agencies. 

i. The responsibility under such policies, principles, and procedures as may 
be established in cooperation with the Soil Conservation Service for the making 
of preliminary examinations and surveys, the installation of works of improve- 
ment under the Flood Control Act of 1936 as amended and supplemented, and 
the collection of data, necessary to the preparation of comprehensive river 
basin reports, on all national forests and other lands in the watershed or 
basin administered by the Forest Service, range areas adjacent to the national 
forests in the watershed or basin and used in conjunction with such forests, 
and other forest lands within the watershed or basin. 

j. The responsibility under such policies, principles, and procedures, as may 
be established in cooperation with the Soil Conservation Service for conducting 
surveys and investigations and for carrying out preventive measures under the 
small watershed demonstration program (item for Watershed Protection in 
the Department of Agriculture Appropriation Act, 1954) on all national forests 
and other lands in the designated watersheds administered by the Forest Serv- 
ice, range areas adjacent to the national forests in such watersheds and used 
in conjunction with such forests, and other forest lands within such watersheds. 

Sec. 301. Reservations—a. Reservations to the Secretary. (1) The author- 
ity to issue rules and regulations relating to the national forests and other lands 
administered for national forest purposes, to lands administered under Title III 
of the Bankhead-Jones Farm Tenant Act, and to the programs under section 23 
of the Federal Highway Act. 

(2) The authority as a member of the National Forest Reservation Commis- 
sion (16 U. 8S. C. 518). 

(3) The making of recommendations to the President with respect to the 
transfer of lands pursuant to the provisions of subsection (c) of section 32 of 
Title III of the Bankhead-Jones Farm Tenant Act (7 U. 8S. C. 1011 (a)). 

(4) The making of recommendations to the President for the establishing of 
national forests or parts thereof under the provisions of section 9 of the Act 
of June 7, 1924 (43 Stat. 655). 
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(5) Final approval of regulations under section 4 of the Soil Conservation 
and Domestic Allotment Act (16 U. 8. C. 590d) relating to naval stores. 

(6) Final approval and submission to the Congress of the results of prelimi- 
nary examinations and survey reports under the Flood Control Act of 1936, as 
amended and supplemented. 

(7) Approval of requests for apportionment of reserves under the Forest 
Pest Control Act. 

Sort CONSERVATION SERVICE 


EME EE IOI EN EN I NL TENS 


ASSIGNMENT OF FUNCTIONS 


Sec. 400. Assignment of functions. The following assignment of functions 
is hereby made to the Soil Conservation Service : 

a. The responsibility of acting as the technical service agency In the field of 
soil and water conservation and flood prevention. 

b. Administration of the programs for soil and water conservation, including 
the Act of April 27, 1985 (16 U. S. C. 590a-f), except as otherwise assigned, 
and the national soil survey. 

e. General responsibility for administration of the Flood Control Act of 1936, 
as amended and supplemented, and the administration of activities in con- 
nection with river basin investigations and preparation of reports thereon, with 
due recognition of the responsibilities otherwise assigned. 

d. Administration of the acts relating to water conservation and utilization 
projects. 

Sec. 401. Reservations—a. Reservations to the Secretary. (1) The execution 
of memoranda of understanding establishing the general basis for cooperation 
by the Department with Soil Conservation districts, wind erosion districts, and 
other districts organized for the conservation and utilization of soil and water 
resources within the several States, territories, and possessions. 

(2) Final approval and submission to the Congress of the results of prelimi- 
nary examinations and survey reports under the Flood Control Act of 1936 as 
amended and supplemented, and of comprehensive river basin reports. 


FEDERAL EXTENSION SERVICE 


ASSIGNMENT OF FUNCTIONS 


Sec. 500. Assignment of functions. The following assignment of functions is 
hereby made to the Federal Extension Service : 

a. Primary responsibility for and leadership in all educational programs and 
activities including the administration of the Smith-Lever Act, as amended (P. 
L. 83—83d Congress), educational and demonstrational work in cooperative 
farm forestry conducted under section 5 of the act of June 7, 1924, as amended j 
by the act of October 26, 1949 (16 U. S. C. 568), and all educational and demon- i 
strational aspects of the Agricultural Marketing Act of 1946 (7 U. 8. C. 1621- 
1627). 

b. Coordination of all educational activities of the Department, including 
examination and analysis of all such activities current and contemplated, review 
and approval of all educational activities or proposals prior to initiation, advice 
and consultation on planning with heads of agencies, and reports and recommen- 
dations to the Secretary. 

e. Rendering educational and technical assistance to persons not receiving { 
financial assistance under Title 5 of the Housing Act of 1949, including extension i 
demonstration. 

d. Act as the liaison between the Department and officials of the Land-Grant 
Colleges and universities on all matters relating to cooperative extension work 
and educational activities relating thereto. 

Sec. 501. Reservations—a. Reservations to the Secretary. (1) The final 
approval and submission to the Congress of the annual report required by section 
7 of the Smith-Lever Act, as amended. 

(2) Approval of selection of State Directors of Extension. 
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AGRICULTURAL CONSERVATION PRoGRAM SERVICE 


ASSIGNMENT OF FUNCTIONS 


Sec. 600. Assignment of functions. The following assignment of functions is 
hereby made to the Agricultural Conservation Program Service: 

a. The program authorized by sections 7-17 of the Soil Conservation and 
Domestic Allotment Act, as amended (16 U. 8. C. 590g, et seq.) except the naval 
stores conservation program. 

Sec. 601. Reservations—a. Reservations to the Secretary. (1) Final approval 
of regulations under section 4 of the Soil Conservation and Domestic Allotment 
Act (16 U. S. C. 590d) and under section 8 (b) of such act (16 U. S. C. 590h 
(b)) relating to the selection and exercise of the functions of committees, 

(2) Appointment of State ASC committeemen. 


FARMERS COOPERATIVE SERVICE 


ASSIGNMENT OF FUNCTIONS 


Sec. 700. Assignment of functions. The following assignment of functions fs 
hereby made to the Farmers Cooperative Service : 

a. The programs authorized by the act of July 2, 1926 (7 U. S. C. 451-457), 
pertaining to cooperative marketing. 


MARKETING AND FOREIGN AGRICULTURE ; AGRICULTURAL MARKETING SERVICE 


ASSIGNMENT OF FUNCTIONS 


Sec. 800. Assignment of functions. The following assignment of functions is 
hereby made to the Agricultural Marketing Service : 

a. Marketing research, related statistical and economic research, and payments 
to State Departments of Agriculture under section 204 (b) of the Agricultural 
Marketing Act of 1946 (7 U.S. C. 1633 (b) ). 

b. Transportation activities under section 201 of the Agricultural Adjustment 
Act of 1938 (7 U. S. C. 1291) and section 203 (j) of the Agricultural Marketing 
Act of 1946 (7 U.S. C. 1622 (j)). 

e. Research and off-farm handling, transportation and storage of agricultural 
products, including investigations of insect infestations of off-farm stored 
products. 

d. Programs provided for in the Department of Agriculture Appropriation 
Act for 1954 under the heading “Marketing Services” and under the Agricultural 
Marketing Act of 1946 (7 U. S. C. 1621-1627), except as otherwise assigned 
in this document. 

e. Marketing agreement and order programs except those relating to anti- 
hog-cholera-serum and hog-cholera-virus. 

f. Programs provided for in the Department of Agriculture Appropriation 
Act for 1954 under the heading “Bureau of Agricultural Economics”, except 
as otherwise assigned in this document. 

g. Coordination of all statistical and related economic analysis work of the 
Department, including the reviewing and clearing of all forms, survey plans, 
and reporting requirements originating in the Department and requiring ap- 
proval of the Bureau of the Budget. 

h. Functions relating to food distribution including the school lunch program, 
administration of section 32 of the act of August 24, 1935 (7 U. S. ©. 612c) 
as supplemented by Public Law 165, 75th Congress (15 U. 8S. C. 713c), the 
administration of section 416 of the Agricultural Act of 1949 (7 U. S. C. 1481), 
except the declaration and selection of commodities available for distribution, 
and working with the Federal Civil Defense Administration on problems of 
emergency food supply and distribution. In carrying out these functions, the 
Agricultural Marketing Service shall, to the extent practicable, use the com- 
modity procurement, handling, payment and related services of the Commodity 
Stabilization Service. 

i. The Perishable Agricultural Commodities Act (7 U. S. C. 499a-499r). 

j. Export Apple and Pear Act (7 U. 8S. C. 581-589). 

k. Produce Agency Act (7 U. S. C. 491-497). 

Sec. 801. Reservations—a. Reservations to the Secretary. (1) Final action 
on regulations under the Agricultural Marketing Agreement Act previously 
requiring approval of the President. 
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(2) Issuance, amendment, termination or suspension of any marketing agree- 
ment or order or any provision thereof. 

(3) Designation of marketing administrators and committees administering 
marketing agreement and order programs. 

(4) Approval and issuance of the monthly crop report (7 U. S. C. 411a) 
and final action on rules and regulations for the Crop Reporting Board. 

b. Reservations to the Judicial Officer. Final action in reparation proceed- 
ings, in section 5 cases under the Grain Standards Act, and in proceedings 
pursuant to sections 7 and 8 of the Administrative Procedure Act, except orders 
in rule-making under the Agricultural Marketing Agreement Act of 1937. 


FOREIGN AGRICULTURAL SERVICE 
ASSIGNMENT OF FUNCTIONS 


Sro. 900. Assignment of functions. The following assignment of functions 
is hereby made to the Foreign Agricultural Service: 

a. Primary responsibilities for matters pertaining to agricultural trade and 
relationships with foreign areas, including functions under 19 U. S. C. 1354, 
22 U. S. C. 501, and sections 301 and 302 of the United States Informational 
and Educational Exchange Act of 1948 (22 U.S. C. 1451-1452). 

b. Administration of section 22 of the Agricultural Adjustment Act (of 1933), 
as amended (7 U. S. C. 624), and import and export controls. 

ec. Coordination of relationship in the field of its primary responsibilities 
between the Department of Agriculture and the State Department, other de 
partments and agencies of the Government, and the Food and Agriculture 
Organization of the United Nations. 

d. Act as the liaison agency between the Department of Agriculture and the 
Department of State. 


CoMMobDITY EXCHANGE AUTHORITY 
ASSIGNMENT OF FUNCTIONS 


Seo. 1000. Assignment of functions. The following assignment of functions 
is hereby made to the Commodity Exchange Authority: 

a. Administration of the Commodity Exchange Act, as amended. (7 U.S. C. 
1-17a). 

Src. 1001. Reservations—a. Reservations to the Secretary. (1) Designation 
of contract markets, promulgation of regulations, and issuance of complaints 
under the Commodity Exchange Act, as amended. 

(2) Authority of the Chairman of the Commodity Exchange Commission. 

b. Reservations to the Judicial Officer. Final action in disciplinary proceed- 
ings under the Commodity Exchange Act, as amended, which are subject to the 
provisions of sections 7 and 8 of the Administrative Procedure Act. 


AGRICULTURAL STABILIZATION ; ComMopiry STABILIZATION SeRvICE 


ASSIGN MENT OF FUNCTIONS 


Sec. 1100. Assignment of functions. All functions heretofore assigned to the 
Production and Marketing Administration, which has been designated as the 
Commodity Stabilization Service, and not otherwise assigned in this Document, 
are hereby assigned to the Commodity Stabilization Service. These functions 
include the following: 

a. Farm marketing quota and acreage allotment programs. 

b. Administration of the Sugar Act (7 U. 8. C. 1100-1183). 

ec. Foreign assistance commodity procurement and supply. 

d. Emergency Livestock Feed programs under Public Law 875, 8ist Congress, 
and Public Law 115, 83d Congress. 

e. Administration of the International Wheat Agreement. 

f. Price support programs, except the administration of section 32 of the Act 
of August 24, 1935 (7 U. S. C. 612c) as supplemented by Public Law 165, 75th 
Congress (15 U. S. C. 713c) as assigned to Agricultural Marketing Service. 

g. Procurement, handling, payment, and related services for section 32 purchase 
and export payment programs and for purchases under section 6 of the National 
School Lunch Act for the Agricultural Marketing Service, to the extent practicable. 

h. Commodity disposal programs. 
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i. Administrative supervision and direction of Agricultural Stabilization and 
Conservation State and County Offices. 

j. Activities under the Strategic and Critical Materials Stockpiling Act (50 
U. 8. C. 98-98h), except as otherwise assigned in this Document. 

k. Commodity Credit Corporation functions assigned in accordance with Com- 
modity Credit Corporation by-laws. 

Seo. 1101. Reservations—a. Reservations to the Secretary. (1) Approval of 
appointment of committees for review of farm marketing quotas (7 U. 8. C. 1363). 

(2) Prescribing of farm marketing quota, acreage allotment, and referendum 
regulations pursuant to section 375 of the Agricultural Adjustment Act of 1938 
(7 U.S. C. 1875 (b) ). 

(3) Prescribing of regulations pursuant to section 372 of the Agricultural 
Adjustment Act of 19388 (7 U. S. C. 1872 (c)) for refund of marketing penalties 
erroneously, illegally, or wrongfully collected. 

(4) Control of the revolving fund established under the Act of April 6, 1949 
(12 U.S. C. 1148a—1—1148a-3). 

(5) Appointment of State ASC Committteemen. 


AGRICULTURAL STABILIZATION AND CONSERVATION COMMITTEES 


ASSIGNMENT OF FUNCTIONS 


Sec. 1200. Assignment of functions. The Agricultural Stabilization and Con- 
servation Committees will carry out in the field such functions as designated by 
the Commodity Stabilization Service and the Agricultural Conservation Program 
Service, and such other designated functions as may be authorized by law to 
be performed by such committees. 

Sec. 1201. Reservations—a. Reservations to the Secretary. (1) Final ap- 
proval of regulations under section 4 of the Soil Conservation and Domestic 
Allotment Act (16 U. S. C. 590d) and under section 8 (b) of such act (16 U. 8S. C. 
590b (b)) relating to the selection and exercise of the functions of committees. 

(2) Appointment of State ASC committeemen. 


FEDERAL Crop INSURANCE CORPORATION 


ASSIGNMENT OF FUNCTIONS 


Sec. 1800. Assignment of functions. The following assignment of functions is 
hereby nade to the Federal Crop Insurance Corporation : 

a. The Federal Crop Insurance programs. 

In accordance with the provisions of the Federal Crop Insurance Act, as 
amended (7 U. 8. C. 1505) and section 1 (b) of Reorganization Plan No. 2, 1953, 
this assignment is for record purposes only.. The Corporation derives its func- 
tions from the act. 


AGRICULTURAL CREDIT; FARMERS HOME ADMINISTRATION 


ASSIGNMENT OF FUNCTIONS 


Sec. 1400. Assignment of functions. The following assignment of functions is 
hereby made to the Farmers Home Administration: 

a. The farm ownership program (7 U. 8. C. 1001). 

b. The production and subsistence loan program (7 U.S. C. 1007). 

c. The water facilities loan program (16 U.S.C. 590r-z). 

d. The production disaster and economic disaster loan programs (12 U. 8. C. 


1148a). 
e. The special livestock loan program (P. L. 115, 883d Congress). 
f. The fur loan program (12 U. 8S. C. 1148a ; P. L. 255, 83d Congress). 


g. The orchard loan program (12 U.S. C.1148a). 

h. The farm housing program of loans and grants (42 U. 8. C. 1471). 

i. The reserved minerals disposition program as to those mineral interests 
under the jurisdiction of the Farmers Home Administration (7 U. 8S. C. 1033). 

j. The exercise of authorities, functions, powers and duties vested in the Secre- 
tary of Agriculture under the Rural Rehabilitation Corporation Trust Liquidation 
Act (40 U.S. C. 440). 

k. Liquidation and collection functions under the Farmers Home Adminis- 
tration Act of 1946, and under the act of April 6, 1949, abolishing the Regional 
Agricultural Credit Corporation of Washington, D. C., and servicing and collec- 
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tion functions with respect to loans made under the item “Loans to Farmers, 
1948 Flood Damage,” in the Second Deficiency Appropriation Act, 1948, and under 
the item “Loans to Farmers, Property Damage,” in the First Deficiency Appro- 
priation Act, 1949. 

1. The exercise of such compromise, adjustment and cancellation authorities, 
functions, powers and duties vested in the Secretary of Agriculture under the 
act of December 20, 1944 (12 U. S. C. 1150), as may have applicability to the pro- 
grams enumerated herein. 

m. The disposal of such surplus real property under the jurisdiction of the 
Farmers Home Administration as the Secretary may be authorized to dispose 
of by the Administrator of the General Services Administration. 

Sec. 1401. Reservations—a, Reservations to the Secretary. (1) The control 
of the revolving fund established under the act of April 6, 1949, as amended 
(12 U.S. C. 1148a-1 to 1148a-3). 

(2) The designation of areas where Production Disaster Loans may be made, 
except that credit may be extended by the Farmers Home Administration with- 
out further designation by the Secretary when a new production disaster occurs 
in an area previously designated as a disaster area by the Secretary, but only 
during the period within which initial applications for loans in such areas are 
authorized. 

(3) The finding that an economic disaster has caused a need for agricultural 
credit that cannot be met for a temporary period from responsible private or 
other public sources. 

(4) The appointment of Special Livestock Loan Committees. 

(5) The approval of special livestock loans in excess of $50,000. 

(6) The determination, under Public Law 760, 81st Congress, as to whether 
there is any active mineral development or leasing in any area. 

(7) Requests to the Secretary of the Treasury for loans for the prosecution and 
administration of any of the programs enumerated herein. 


RURAL ELECTRIFICATION ADMINISTRATION 


ASSIGNMENT OF FUNCTIONS 


Sec. 1500. Assignment of functions. The following assignment of functions is 
hereby made to the Rural Electrification Administration : 

a. The rural electrification program. 

b. The rural telephone program. 

Sec. 1501. Reservations—a. Reservations to the Secretary. Requests and cer- 
tifications to the Secretary of the Treasury in connection with loans to the Ad- 
ministrator of the Rural Electrification Administration for the rural electrifica- 
tion and rural telephone programs. 

This document shall be effective January 2, 1954. 

Done at Washington, D. C., this 24th day of December 1953. 

[SEAL] TRUE D. Morse, 

Acting Secretary of Agriculture. 


({F. R. Doc, 54-56 ; Filed, Jan. 5, 1954; 8:50 a. m.] 
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UNITED STATES DEPARTMENT OF AGRICULTURE 
Office of the Secretary 
Washington 25, D. C. 


September 18, 1953 


MEMORANDUM NO. 1320, SUPPLEMENT 2 


Organization of the Department 


|This revision of Memorandum No. 1320 is issued for the purpose of 
bringing it in harmony with the provisions of Reorganization Plan No. 2 
‘of 1953. This plan transferred to the Secretary of Agriculture all func- 
jtions within the Department not already vested in him, except those of 
he Farm Credit Administration and entities subject to its supervision, 
jthe Commodity Credit Corporation, the Federal Crop Insurance Corpo- 
ration, and the Hearing Examiners, and also provided for two additional 
\Assistant Secretaries and an Administrative Assistant Secretary. 


\The agencies of the Department will report as follows: 


To the Assistant Secretary for Research, Extension, and 
Land Use (Mr. J. Earl Coke) 


Agricultural Conservation Program 
Bureau of Agricultural Economics 
Agricultural Research Administration 
Extension Service 

Forest Service 

Soil Conservation Service 


To the Assistant Secretary for Commodity Markétjng and 
Adjustment (Mr. John H. Davis) 


Commodity Credit Corporation 
Commodity Exchange Authority 

Federal Crop Insurance Corporation 
Production and Marketing Administration 


To the Assistant Secretary for Foreign Agricultural 
Service (Mr. R. E. Short) 


Foreign Agricultural Service 
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To the Director, Agricultural Credit Services 
(Mr. R. L. Farrington) 


Farm Credit Administration (until December 4, 
1953, the effective date of Public Law 202, 
83d Congress) 

Farmers Home Administration 

Rural Electrification Administration 


To the Administrative Assistant Secretary 
(Mr. Ralph S. Roberts) 


Office of Budget and Finance 
Office of Hearing Examiners 
Office of Information 

Library 

Office of Personnel 

Office of Plant and Operations 


To the. Solicitor (Mr. Karl D. Loos) 
Office of the Solicitor 


The Secretary and the Under Secretary, meeting jointly with the depart- 
mental officers - namely, the Assistant Secretaries, the Administrative 
Assistant Secretary, the Director, Agricultural Credit Services, and the 
Solicitor - will consider matters of policy determination and long-range 
planning. Periodically, and as special.circumstances indicate-a need, 

the Secretary and the Under Secretary will meet jointly with the depart- 


mental.officers and agency heads to discuss subjects of general interest, 


Heads of,agencies (1) will maintain close working relationships with the 
appropriate departmental officer, (2) will keep him advised with respect 
to major problems and developments, and (3) will discuss with him pro- 
posed actions involving policy questions or other important considera- 

tions which may have a bearing upon internal or external relationships. 


This organizational arrangement will make possible closer coordination 
of related activities, and will centralize responsibility for consideration 
and determination of operating problems and other matters requiring 
Departmental attention within each group. 


Except as modified by the provisions of this memorandum, existing 
Secretary's Memoranda, the Department Regulations, and other related 
documents will continue in effect. 


A chart of the organizational arrangement is attached. 


Attachment 
Sécretary 





5 
' 
t 
E 
' 
: 


Corn neat 


ee RES TENCE eRe 


j 
; 
i 
: 
{ 
‘ 





105 


AMEND REORGANIZATION PLAN NO. 2 OF 1953 


€S61 “@t sequieideg pesprcy 


203} 9119§ JO P2130 


HOLIONIOS AO BD1A40 





Asejesces jumstssy. 
aanessturmupy 


euopesedD put weld so 82150 
jyeuuosiad jo 251330 


BOY FULL OFUT JO F217 


s2oupwexg Butaeey so 22130 
eourusgZ pte y28png jo 22150 


NOILVULSINIAGV. 
TWINDALUVd3C 


Uw sesy HS 


Gone stspy 
Goes ery tesny 

uon 
Ba, STUIWUIPY Puff S29UIse 
Sonessyaywpy sypesD use, 


SAdIAUTS 
LIGIUD “IVENAL INDMOV 





Anwpe190§ 1Uwislesey 


@O1A2Og lesngnoysBy uBsor0g 


BdAugS 
TVYAL INDMOV NOITaIO4s 


AUVLIUOGs YAANO 


eoueismyupy 
Supexzey, poe vor ONposd 
@onesodz05 
e2ueznsuy dois jesepeg 
Ayasominy 
aBueyoxg Aipounmos 
won 
-220d105 wpe2D As;poummos 


LNAINLSAIGV GNV 
ONILSWYVH ALIGONNOD 


uoyssyurum Arosy~py 
Ternimopa8y revepen 





SYNIINDIYSVY JO LNSWLYVd3SC S31VLS G3SLINN 3H 4O NOILVZINYSYO 


ee A AO NE ENA he A DA I ak CAN 


P2IjAL19G GOPVALOSUOD [OG 

@2}A19g 380204 

@24A19¢ UOTSUaIxy 
s2}tuogo 2g 

TesrgnoapsBy jo neesng 
vopessyuyupy 

qrrV28ey perngnorsBy 
wes80i4g 

BopeAsesuey perry mM zy.8y 


3sa GNV1 


GNY 'NOISNELX2 ‘HOUVaSaE 











106 AMEND REORGANIZATION PLAN NO. 2 OF 1953 


Senator Humpurer. The words “exercise general supervision,” 
which are the words that are related to the delegation of authority to 
the Director of Agricultural Services, are the same words that the 
Secretary rests his case on that he has complete control over REA 
under the act of 1939. 

Mr. Farrineton. Not quite, Mr. Chairman. 

Senator Humpnrey. Not quite? 

Mr. Farrrneton. No, sir—it does not say “general supervision and 
direction.” It simply says “general supervision.” 

Senator Humrpurey. The act of 1939 says “general supervision and 
direction.” 

Mr. Farrtnetron. That is correct. 

Senator Humpurey. So you would say the word “direction” gives 
it added impetus. 

Mr. Farrineron. Yes, sir. I do not think the authority to approve 
loans is vested in Mr. Scott. I think it is vested in Mr. Hamil, 

Senator Humpurey. That is really what we have been trying to 
find out. 

Senator Munpr. Mr. Chairman, it seems to me that is pretty clear, 
In the act of 1939 and 1953 both it has been decided that the Secretary 
of Agriculture has the ultimate responsibility. 

Senator Humeurey. No doubt shout that. 

Senator Munpr. He can delegate it, as he does to any other agency 
in his Department. And he has delegated the loanmaking authority 
specifically and entirely and soippletily to Mr. Hamil, because he has 
general supervisory control and he has delegated to Mr. Scott the 
capacity to counsel with him, to give him whatever financial con- 
sultation and advice he thinks he should have. And then ultimately 
Mr. Hamil makes the decision. 

I suppose after a series of decisions that the Secretary might con- 
sider to be bad or insolvent, he would then call Mr. Hamil in on the 
carpet and discuss it with him. 

ut until such time, I would assume Mr. Hamil is boss, and he 
makes the decision, and he can accept or reject the counsel that he 
gets from Mr. Scott and his staff. 

Senator Humenrey. Senator, that is the very point we have been 
trying to develop, and I must say that for over 2 hours we were un- 
able to find out just exactly that that was the situation. 

I have been asking repeatedly what is the purpose of reviewin 
the loans; do you have authority to say yes or no, change it, mae 
it, take it back; what was the purpose? And we always got the an- 
swer that Mr. Scott and Mr. Hamil got along very well. And I am 
pleased with that. 

Senator Curtis. Mr. Chairman, I am not too much interested in 
the discussion of my learned colleagues where the authority is lodged. 
What I want to know is what is happening to rural America so far 
as getting their applications approved. 

Mr. Hamil, has there been anything in this arrangement that has 
made it impossible for = to carry out and grant such loans as in 
your judgment ought to be granted ? 

Mr. Hamm. Senator, all the loans that have qualified under the 
act that have been presented since I have been Administrator have 
been made. 
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Senator Curtis. Yes. The proof of the pudding is in the eating. 
The applicants are coming to the Government for their loans. They 
are being granted. The program is going on, There is consulta- 
tion within the Department. And whether this is consultation as to 
who has authority for Tweedledee or Tweedledum, the fact still re- 
mains the loans are being made; is that correct ? 

Mr. Hamin. That is correct. 

Senator Curtis. Now, are there any loan applications which in your 
opinion are qualified and should be made that are being held up or 
denied by any organizational difficulties ? 

Mr. onan None. 

Senator Curtis. Well, I think that is the answer to the question. 
The REA was created to serve rural America, provide these loans so 
they could carry out theirown REA program. 

I followed this thing rather closely. Some of the largest loans in 
the country have been made right near my home. And we have gotten 
some good service. We have not been squeezed by a division of au- 
thority. And I think the point for you to look at here is what is 
the record on loans ¢ 

Senator Humpurey. I think the other point that needs to be looked 
at is whether or not the REA is really the functioning group when it 
comes to the matter, for example, as this. 

Did you make the recommendation for the budget request for REA 
loans for the fiscal year 1959, Mr. Hamil—you, as Administrator— 
did you make it—did you recommend the amount which is in the 
budget for fiscal 1959¢ And if you did not, who did? 

Mr. Hamiv. I made a request to the Budget Bureau. 

Senator Humpurey. You made a request to the Budget Bureau. 

Mr. Hamu. Yes. 

Senator Humpurey. Did you initiate the request in the Depart- 
ment ¢ 

Mr. Hamin. Yes, 

Senator Munpr. That is the customary procedure, Mr. Chairman. 

Senator Humrpurey. I am trying to recall what you said earlier in 
reference to your appearance before the House committee. I thought 
you told me that—we were discussing the financing of REA a while 
ago, and you indicated to me that the message relating to the presen- 
tation before the House Committee on Appropriations came to you— 
was not prepared by you, but came to you after it had been ready to 
be given by Mr. Scott; is that correct ? 

Mr. Hamin. No; I do not believe that is correct, Senator. 

Senator Humpurey. I want to get this clear. 

Mr. Hamu. I helped prepare that. My statement is a matter of 
record before the Appropriations Committee already. The Appro- 
priations Committee chairman asked me what I thought it was going 
to take to finance REA, electric loans for the year, and I think my 
statement was that it would take $300 million plus carryover. 

Senator Humrurey. Yes. 

Mr. Ham. And there were other questions asked of me. The loan 
recommendation that came up said $150 million was recommended, 
and if the balance were to be available, it would have to be from 
sources that would be enabled to provide funds through the legisla- 
tion that was proposed, or the Congress, in its wisdom, could provide 
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us with the funds as it had in the past. And up to this point it has 
provided us with the funds as it has in the past. 

Senator Lauscue. How do you submit your budget—to the Secre- 
tary of Agriculture ? 

Mr. Hanmi. Yes. 

Senator Lauscue. And is that true of each of the other divisions 
which have lending power—they all submit it to the Secretary of 


leas, 
r. Scorr. That is right. 

Senator Lauscue. He then examines it. And he approaches it 
from the standpoint of what he believes the fiscal status of the Gov- 
ernment will support; is that correct ? 

Mr. Ham. Yes. 

Senator Lauscue. And he, then, makes his recommendation to the 
President. 

Mr. Hamu. Yes. 

Senator Lavscue. And from the President, it comes to the Senate. 

Mr. Hamiu. Yes. 

Senator Lauscue. Now, you give an opinion of what you would like 
to have and what you think you need; is that correct ? 

Mr. Hami. Yes. 

Senator Lauscue. And which other agencies do the same thing, 
Mr. Scott? 

Mr. Scorr. They all do that, Senator. Then it goes into our Fi- 
nance and Budget Office there in the Department, and they study it 
over and get it in shape. And we have a committee there that looks 
it over. 

Senator Lauscue. And so in the end, all of those are weighed to- 
gether, and I suppose the Secretary of Agriculture determines how 
much cloth he has and how he can divide that cloth to suit the 
demands of each of these divisions. 

Mr. Scorr. That is right. At one point in the operation, Senator, 
the Director of the Bureau of the Budget gives the Secretary an 
overall figure that he feels can be appropriated for the Department. 
I understand he does that for other departments, too. And then that 
becomes a figure within which the Secretary has to shape up his total 
budget, or get some modification of the figures. 

Senator Humpurey. May I just correct the record. What I was 
referring to was our discussion in reference to the bill introduced by 
Senator Capehart, and the companion bill in the House, where Mr. 
Scott and Congressman Whitten, are engaged in colloquy, and Mr. 
Whitten said, “Did the REA folks participate in that decision, or do 
you know?” Mr. Scott said: 

Mr. Hamil and I were in some discussions when this was finally being shaped 


up, discussing features of the bill and possible provisions. 
Mr. Wuirten. I believe the record now shows that no recommendation origi- 


nated with the REA in the first instance. 

But in the matter of the preparation of the request for loan funds, 
the recommendation did originate with you; is that correct ? 

Mr. Hamm. Yes. 

Senator Humpnrey. Why did you recommend so little? 

Mr. Hami. That is not what I recommended. 
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Senator Humpurey. Well, you recommended considerably more, 
then; is that right? 

Mr. Hamtin. We submitted to the Budget what we thought our loan 
requests were going to be—our loan needs. 

enator Munpr. Mr. Chairman, I think I am the only member of 
the committee around the table who is a member, also, of the Appro- 
priations Committee. And if you have been having difficulty with 
the Appropriations Committee, I am unaware of what those diffi- 
culties are. It seems to me that you have appeared, as other witnesses 
have, within the ceiling of the budget. We usually ask you fellows 
a question: “This is what the Budget Bureau has recommended ; what 
did you ask the Budget Bureau for?” And sometimes it is the same, 
sometimes it is a little more that they asked the Budget Bureau for, 
because the Budget Bureau, as an arm of the White House, has the 
responsibility of trying to maintain some semblance of a ceiling over 
all projects. 

n occasion when you have had to say that you asked for more 
than the Budget Bureau has allowed, Congress, in your case, and other 
cases, has allowed more. And you are permitted, under the restric- 
tions of the Budget Bureau, to request—you are bound by their rec- 
ommendations ultimately. 

I would like to find out—has there been some difficulty, have you had 
some problems in your appearances before the Appropriations Com- 
mittee of which Iamentirely unaware? I thought the appropriations 
had been very generous and very considerable, very sympathetic and 
very cooperative in granting the money that you need for REA and 
the rural telephone program. 

Mr. Hami. They have, Senator Mundt, given every consideration 
to us, to our budget requests. 

Senator Humpnrey. More than you have asked for—let’s face it. 
You got more than you asked for. 

Mr. Hatt. In this particular one. 

Senator Humepurey. Not only this particular one. I can name you 
2 or 3 others that you have gotten much more than you asked for. 
If you had not gotten more than you asked for, you would not have 
such a good record of loans. 

Senator Munpr. Well, while they are not permitted, under the rules 
of the game, to get up and quarrel with the Budget Bureau, they are 
permitted to answer a question, and when they are asked, “How much 
did you ask the Budget Bureau for?” they will tell you. 

Senator Lauscue. Maybe we ought to eliminate the Budget Bureau. 

Senator Symineron. Mr. Chairman, I would like to ask a question 
here regarding the administrative procedure. 

You asked for an amount of money in fiscal year 1959 budget to 
run the REA program; is that correct ? 

Mr. Hamm. Yes. 

Senator Symrneton. Roughly what was that amount? 

Mr. Hamm. The amount that we submitted—— 

Senator Symineton. The amount you requested from the Depart- 
ment of Agriculture. 

Mr. Hamm. Can I supply that round figure for you, Senator? I 
cannot give you that. 

Senator Symineron. All right—if you will supply that. 
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Mr. Hamat. I will supply that for you. 
This information is developed in the following testimony.) 
ator Symineron. Was the figure that the Department of Agri- 
culture asked of the Congress less than the amount that you asked, as 
Administrator of the REA ¢ 

Mr. Ham. Yes. 

Senator Symineton. Was the amount of money that the Depart- 
ment of Agriculture asked the Congress for less than the amount you 
asked the Department of Agriculture for as REA Administrator ? 

Mr. Hamu. I think, following the procedure that Senator Mundt 
said there, the request that came from the Budget Bureau was less 
than I had recommended. 

Senator Symineron. And how much less? 

Mr. Hamu. I will supply that figure for you. 

Senator Symrneron. Isn’t there some rough figure in your mind as 
Administrator, what percentage you were cut ? 

Mr. Hamm. My recollection was that I wanted $300 million. 

Senator Syminetron. And what did you get? 

Mr. Hamt. From the Congress ? 

Senator Symineton. No—from the Department of Agriculture. 

Mr. Hamit. It was clothed in two propositions—$150 million for 
the electric program, and a proposition to raise some money from 
outside sources. 

Senator Symineton. Are you saying that the Department of Agri- 
culture cut your $300 million request. before it went to the Congress 
down to $150 million ? 

Mr. Hamiu. Well, the private financing was supposed—if you Mem- 
bers of the Congress had adopted the bill—to provide me with another 
$150 million. 

Senator Symrneton. In other words, you asked for $300 million in 
order to run the REA program as you thought that it should be run, 
as Administrator of the REA. 

Mr. Hamti. Yes, sir. 

Senator Syminetron. And you asked that of the Department of 
Agriculture; is that correct ? 

Mr. Hamin. Yes, sir. 

Senator Symrneton. Did you ask verbally or put it in writing? 

Mr. Hamu. It is submitted in writing. 

Senator Symineton. To whom did you submit it ? 

Mr. Hamu... To the Budget Office of the Department of Agriculture. 

Senator Symineton. And then from the Department of Agricul- 
ture or/and the Bureau of the Budget came a request for 50 percent 
of what you asked for under normal previous procedure, but with the 
idea that you could pick up the other 50 percent by getting private 
EY is that correct ? 

Mr. Hamm. That is correct. 

Senator Symrneron. And that private financing of the other $150 
million—what was your estimate the interest. rate would cost on the 
other $150 million which you expect to get from private financing? 

Mr. Hamu. The interest rate, Senator? 

Senator Symineton. Right. 

Mr. Hamiz. About a half of 1 percent above long-term obligations 
of the Treasury. And I would imagine, Senator, that that would be 
in the neighborhood of 314 percent, at the very best, now. 
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Senator Symineton. So it would be 114 percent more than you 
asked for, is that right ? 

Mr. Hami. Yes. 

Senator Symineron. So it would be about $2.25 million. 

Mr. Hamizt. No—that is on future loans, Senator. I am talking 
about future loans. These $2.4 billion, those are firm contracts al- 
ready in existence. 

Senator Symrnaton. I understand. You asked for $300 million 
and you got $150 million—and the other $150 million you could get 
if you could get private financing. 

Mr. Hamu. Yes. 

Senator Symrneton. And that would be 314 percent as against 2 
percent, is that right ? 

Mr. Hamat. This is guessing, but that is approximately right. 

Senator Symrneton. Right. And then how much money did the 
‘Congress give you for your REA program at a 2 percent rate? 

r. Hamu. I have got to get the exact figure—$317 million in the 
direct authorization and $25 million in the reserve—plus our carry- 
over. 

Senator Symrneron. And that money has been approved by the 
Senate Appropriations Committee ? 

Mr. Hamu. It has been approved, Senator. 

Senator Symineton. It has been approved by the Senate. 

Mr. Hamu. Yes. 

Senator Symrneton. Where does it stand now? 

Mr. Hamut. I have ample funds for all necessary loan needs that I 
see in the electric program. 

Senator Symineron. Now, Mr. Hamil, this little colloquy clears 
me up on a lot of things. 

Would you say that based —— 

Senator Humrurey. Would the Senator yield for one point in your 
colloquy ? 

Senator Symrneton. Yes. 

Senator Humrenurey. What is the role of Mr. Scott in the prepara- 
tion of the REA budget ? 

Mr. Hamit. Well, there is a matter of discussion, again. 

Senator Humpurey. You clear it through him? 

Mr. Hamitw. Well, I furnish it to him, and I think he takes it to the 
Secretary. 

Senator Symineton. Then, if I follow it, this is the procedure as it 
is today. 

You, as Administrator of the REA, calculated, based on past ex- 
perience, what you needed in the way of money to run your agency 
eye for the next 12 months, is that correct? 

. Hamin. That is correct. 

Senator Symineton. You submitted the amount of money that 
would be required, and it was $300 million. And you discussed that 
with Mr. Scott, who, of course, would say that even in the Depart- 
ment of Agriculture $150 million is a major policy matter. The 
Secretary of Agriculture or the Bureau of the Budget, in the name 
of the President, then decides that instead of your getting $300 mil- 
lion, you shall get $150 million. And he decides it. Therefore, the 
request that is sent up by the Department of Agriculture and the 
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administration through the Bureau of the Budget is $150 million, or 
50 ore less than you thought was necessary for you to operate the 
REA properly ; is that correct ? 

Mr. Hamit. It was based on the fact that there was a hope to pass 
this legislation, Senator. 

Senator Symineton. I understand that. Anybody can hope. But 
there was nothing in the way of money except 50 percent of what 
you thought was right; is that correct ? 

Mr. Hamu. That is right. 

Senator Symrneron. And when the House and the Senate looked 
at it, they knew—the Senators and Congressmen with great seniority 
and experience in this field—knew that you would not get that money 
from private enterprise at about a 314-percent rate interest, which is 
your estimate. So they not only put back the $150 million, but, based 
on the testimony, they added $17 million to that; is that correct? 

Mr. Hamu. That is pretty close to right, Senator, as far as figures 
are concerned, plus the reserve. 

Senator Curtis. Mr. Chairman. 

Senator Humpurey. Yes, Senator Curtis. 

Senator Curtis. In reference to this request for $300 million, and 
you received approval of $150 million with the proposal that the 
other half was to come out of private money—now, whether or not 
that was possible or wise may be debated. But it cannot be said that 
it was a proposal to reduce the loaning program by half, in your 
opinion, was it ? 

Mr. Hamm. No. I have in my experience here, as Administrator, 
met with an occurrence when it was apparent that loan funds were 
going to be short. Loan requests were coming in heavier than we 
had anticipated. We went before the Budget Bureau and the De- 

artment, and Congress gave us an additional $200 million, and Pres- 
ident Eisenhower signed the bill immediately. So that is the only 
time that it has been apparent that we were going to be short of loan 
funds. 

Senator Curtis. The distinguished chairman of this subcommittee 
a few moments ago referred to the very fine lending record that you 
have. And I certainly agree with the chairman on that. And while 
these things have certain routine you have to go through, I cannot 
imagine that REA has any enemies around the corner, or they would 
not have any such fine lending record to which the distinguished 
chairman referred. 

Senator Munpr. As a matter of fact, Mr. Hamil, I can recall, as 
a member of the subcommittee which handles supplemental appro- 
priations, when you have come before us and the Bureau of the 
Budget has come before us, and together you guessed wrong, you did 
not guess enough, and you had to have extra money. 

At best all you can do in preparing a budget is make a guess as 
to how many qualified loans are coming in for REA and the tele- 
phone program. You look down the road, note some of those coming, 
and make an estimate. 

Now, if they happen to organize a whole lot of rural telephone 
districts, or districts have to have some more transmission lines, they 
come in and ask for more money. 
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You make a guess, the Budget makes a guess. Their job is to try 
to hold down Federal expenditures along the line and keep in balance- 

So if you have to come back, you come to on a supplemental. And 
you have testified there, with support of the Budget Bureau, for addi- 
tional funds. I think at one time it was as high as $200 million. 
Sometimes business picks up a lot more than you can anticipate. 

Senator Humpurey. Or there is a pretty bad guess. 

Senator Munpr. Or the Budget Bureau has put a limit on expendi- 
tures. Everybody was talking about economy a year or two ago, for 
example. 

Now, it is not correct, however, that the Budget Bureau, or any other 
department—the Department of Agriculture or any other Depart- 
ment—I want to point out to my friend from Missouri, because I can 
recall when Secretaries, Cabinet officers, have had their whole enter- 
prise cut down by the Budget Bureau. The Budget Bureau is an 
independent, autonomous branch of the White House, as you well 
know, when you were Secretary of the Air Force. Inadvertently you 
said one place that you cut it down, or the Budget Bureau did it 
for the Secretary. I mean this is something that operates entirely on 
its own, as far as the Cabinet officers. 

Senator Symrneron. I meant by that not knowing the fact that per- 
haps the Secretary of Agriculture cut it before he sent it to the Bureau 
of the Budget, which sometimes the Secretary of Defense will do with 
an Air Force budget. That is all I mean by that. I am glad you 
cleared the record. 

Senator Carenart. Has there ever been a time since you have been 
Administrator that you did not have sufficient money to loan ? 

Mr. Hamu. No. 

Senator Carenarr. Do you have sufficient money at the moment? 

Mr. Hamm. Yes. 

honor aa Carenart. Then what is all the argument and shouting 
about ‘ 

Mr. Hamin. We have ample loan money, and we are not holding 
back any loans. 
eens Carenart. Is there anybody preventing you from making 

oans 

Mr. Hamiu. No. 

Senator Cargnart. Well, then, where is this conspiracy to eliminate 
REA which we heard about this morning ? 

Mr. Hamu. It is not in REA, and I have not encountered it in any 


way. 

a Syminaton. May I ask a question. You would have had 
trouble, however, if you had not been given back $167 million more 
than the Budget Bureau had allowed you; would you not? 

Mr. Hamu. I would have had to find some other sources of money 
or be very careful with my lending practices—which I am anyway, 
Senator. 

Senator Symrneton. Are you saying if you were more careful with 

our lending practices, you could do the job next year for $167 mil- 
ion 2 

Mr. Hani. If I could, I would be doing it. 

Senator Symineron. Then, in other words, you needed the $167 
million that was given you by the Congress; is that right? 
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Mr. Hamm. Yes. And I think if the legislation had not been en- 
acted, which it was not, that a recommendation would have come from 
the Administration eapport additional loan funds for REA. 

Senator Symineron. You think you would have gotten the money 
anyway ; is that right? 

Mr. Hamm. I think REA’s record over the past 22 years is that 
the appropriations by the Members of the Congress and recommenda- 
tions from the administrations have been very acceptable. 

Senator Symrnetron. Do you think you would have been successful 
in getting it through private financing if it had not been given you by 
the Congress ¢ 

Mr. Hamu. I could not have gotten it from private financing unless 
the Members of the Con adopted the measures. [I would have had 
to come back for a supplemental appropriation from you. 

Senator Symrneron. I am the first one to say I know nothing of any 
conspiracy of any kind; but I also say that if it were not for the Con- 
gress—unless you are completely cockeyed in the amount of money 
you needed to run this agency—you would be over 50 percent short of 
what you said you needed. If that had been allowed to go on without 
any interference on the part of the Congress you would have been in 
trouble. Isn’t that a fair statement ? 

Mr. Hamiu. Senator, I would think that if the Congress did not 
adopt the legislation that was proposed, that the Administration would 
have presented to the Congress a supplemental appropriation request 
for REA. 

Senator Symrneron. In other words you are saying that if the Con- 
gress had not looked this over and given you $167 million more than 
the Administration requested, you are confident that you could have 
changed the position of the Administration so that they would have 
reversed themselves and given you the money that you needed, is 
that correct ? 

Mr. Hamiz. I think that is right. 

Senator Symineton. Thank you. 

Senator Carenart. Mr. Chairman, you understand this appropria- 
tion we are talking about is next year’s appropriation, not this year’s. 
They do not have the money yet. We are talking about next year. - 

Mr. Hamiu. Yes. 

Senator Carruartr. And the $150 million would run them for 6 
months after July 1 of this year. 

Senator Syminerton. It is starting July 1, 1958. That is next 
month, not next year. 

Senator Carenart. How much carryover do you have? 

Mr. Hamiz. How much will we have? 

Senator Carrenart. Yes. 

Mr. Hamu. I think it is going to be in the neighborhood of $70 
million. 

Senator Carenart. $70 million ? 

Mr. Hamiz. Yes. It could be more than that. 

Senator Carrnarr. You are going to loan everything authorized 
this year up to $70 million ? 

Mr. Hamu. We will loan according to the schedules that we are 
following now. We are not slowing down any loans. We are not 
speeding up any loans. We are running our business in a business- 
like fashion. 
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Senator Humrnrey. Mr. Hamil, I want to go back to some of the 
statements by Mr. Ellis. Along with that, I want to still find out just 
what the Director of Agricultural Credit Services does when it comes 
to budget making. Don’t misunderstand me, Mr. Scott, I just want 
to know what your work is. 

Mr. Scorr. I would be very glad to give it to you. 

Senator Humrpnrey. There Sa been a charge made that your office 
has considerable control over REA. And you say that is not true. 
What I am trying to find out is just what is your role, or what is 
your relationship to REA. You say that on loans it is more or less 
consultative. Now, what is it on budget? Did you, for example, pare 
down the budget request that Mr. Hamil made in behalf of RE g 

Mr. Scorr. No, sir; I did not. I talked with Mr. Hamil and mem- 
bers of his staff before they submitted their estimate to our budget 
office, as I do always with the Farmers’ Home Administration. 

Senator Humpnrey. Yes, sir. 

Mr. Scorr. I did that to find out what, in their best judgment, they 
need to run their program. 

In the REA Administration they have, as you may remember, 
a survey that they get from the country. And we explore that and 
discuss it at some length, just how firm these estimates appear to be, 
and try to arrive at an estimate that seems to be based on some realis- 
tic thinking and judgment from the borrowers out in the country. 
And this estimate that Mr. Hamil’s office sent over there was, it seemed 
to me, based, as they have in the past, largely on their survey reports 
from the country. 

Senator Humeurey. Thank you very much, Mr. Scott. 

Mr. Ellis says—I want to quote from the testimony now, Mr. 
Hamil— 

We repeatedly contacted the officials concerned, but neither the Secretary of 
Agriculture nor the REA would confirm or deny that a change in loans 
procedure had been made. 

I digress to note that the change in loan procedure was the fact 
that loans of $500,000 or over had to be placed before Mr. Scott’s 
office. 

It took persistent inquiries over a period of several weeks to obtain admissions 
that the new order had been put into effect. 

Well, now, that is a straightforward, plain statement. 

Mr. Hamil, do you recall being asked about any change in loan 
procedure by Mr. Ellis’ organization or Mr. Ellis? 

Mr. Hamu. I think that is strictly an internal proposition, 
Senator. 

Senator Humpurey. What do you mean by that, sir? 

Mr. Hamu. I think it has to do with the internal operations of REA. 
And I think that—I have this feeling, Senator—that whether I dis- 
cuss a loan with my attorney over here, or whether I do not discuss 
a loan with my attorney, is a matter for the Administrator of REA’s 
determination, and I do not believe that 

Senator Humpurey. That is not what I am getting at. The Secre- 





tary has testified that he gave a directive relating—it was a verbal 
one, not a written one—and of course it is all now out in the open. 
The directive was that loans of $500,000 or over would have to be 
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laced before Mr. Scott, and all new borrowers’ loans would have to 

e placed, regardless of the amount, before Mr. Scott. 

That is an official Government policy by the man who has general 
supervision and direction over REA; namely, the Secretary of 
Agriculture. 

Why was that such a secret? I tried to find out about this, and it 
took quite a little while—as a Senator and as, I may say, one of the 
men that had been responsible to some extent for the reorganization 
of the Department of Agriculture under plan No. 2 of 1953. I 
worked for it both under the Democrats and Republicans, may I say, 
under the Truman administration and under the Eisenhower admin- 
istration. And finally some of my Republican brethren became dev- 
otees to the reorganization plan of 1953. They were not quite so 
devoted to the reorganization plan of 1950, as I recall. 

What reason was there that it was kept a secret, this new policy on 
approving loans? 

r. Hami. I do not think it constituted any major change in policy. 
Therefore, if it was acceptable with me to discuss the loans with Mr. 
Scott, I would do it. And any time that I did not like to discuss the 
loans with Mr. Scott or the Secretary of Agriculture, or anybody else, 
there was no directive that said I had to. 

Senator Humpurey. There was not? 

Mr. Hamt.. No. 

Senator Humpnrey. Then what does the Secretary say here when 
he said all loans—he did not qualify it—he said all loans $500,000 
or over had to be taken up with Mr. Scott. 

Mr. Hamu. Haven’t we covered that reasonably well? 

Senator Humpurey. But now what you are saying is that you really 
did not have to. There must be somewhere, some way that we can 
find out whether or not loans of $500,000 or more must, on a mandatory 
basis, be placed before Mr. Scott. Do they or do they not? 

Mr. Hamtiu. Well, they have been. 

Senator Humrnrey. That is not what I asked. I do not want to 
be irritating about this, Mr. Hamil. But is there a rule, a directive 
or an order in the Department of Agriculture that says to you as the 
Administrator of REA that loans of $500,000 or more must be placed 
before the Director of Agricultural Credit Services? | 

Mr. Ham. I will repeat what the Secretary said, Senator: 

I have asked Mr. Hamil to refer to the Director of Agriculture Credit Services 
for his information and possible discussion contemplated loans exceeding one- 
half million dollars and loans to new borrowers. 

Senator Humrnurey. Now, is this just a sort of friendly little request 
from the Secretary that you can, if you feel you want to, abide by it, 
mind, and if you do not, you do not have to? Or is this the way 
you would run a business, where the boss of the plant says people will 
report to work at 8 o’clock in the morning ? 

r. Hamm. I have abided by it. 

Senator Humenrey. Do you consider it an order? 

Mr. Hamm. Yes. 

Senator Humrnrey. Well, now, if it is an order, why was it so 
difficult for the National Rural Electric Cooperative Association, 
that has over 6,000 members, I believe, to be able to get information 
about this? 
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Mr. Hamu. I don’t know that—it is an internal operating pro- 
cedure. 

Senator Humpnrey. It is a rather important operating procedure. 
And may I ask, more significantly, why was not the Congress in- 
formed about it ? 

Mr. Hain. You will have to ask that of the Secretary, because I 
do not have the authority to speak for the Secretary, Senator, on that 
particular point. 

Senator Symrneron. If the Senator will yield—this intrigues me 
from the standpoint of administrative procedure. Were you asked, 
as REA Administrator, by Mr. Ellis or anyone else, about this question 
of approval for loans in excess of $500,000? 

Mr. Hamin. I do not remember whether I was or not. I didn’t 
think it was important. 

Senator Symineton. And do you remember whether anybody else 
in your organization was or was not asked about it? 

Mr. Hamu, I am quite sure there were calls to the Information 
Division. 

Senator Symincton. To the Information Division of the REA ? 

Mr. Hani. Yes. 

Senator Symineton. And how did you find that out? 

Mr. Hamu. The information man works in my organization. 

Senator Symineton. Did he tell you about it? 

Mr. Hamit. Yes. 

Senator Syminectron. When he told you about it, what did he say 
to you? 

Mr. Hamiz. He said he had a request. I am speaking from 
memory. 

Senator Syminaton. Well, just paraphrase it. 

Mr. Hamu. They had asked whether we were submitting loans of 
$500,000 or more to Mr. Scott’s office. 

Senator Symineton. He told you he had been asked that; is that 
right ? 

Mr. Hamm. Yes. 

Senator Symrneron. And what did you say to him? 

Mr. Hamu. I believe I replied that that was an internal matter, 
that it was nothing unusual to keep matters internal. 

Senator Symrneton. Am I to infer from your answer that what you 
said to him was “Don’t tell him” ? 

Mr. Hamu. I think that is right. 

Senator Symineton. “Don’t tell him.” 

Mr. Hamu. Yes. 

Senator Syminetron. Now, to the best of your knowledge, did anyone 
in the Congress or any member of the staff of any committee of the 
Congress ask for the same information ? 

Mr. Hamtt. I donot know. 

Senator Symineton. Your information department ? 

Mr. Hamu. I will have to check that, because I do not know. 

Senator Syminetron. You do not know about that. 

Mr. Hamiu. No. 

Senator Sysmneron. I want to get this straight. We are in a form 
of government where we consider that the people have some right to 
know. As I get it, the head of the organization which represents some 
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6,000 REA co-ops wanted to find out if it was true that, as a result of 
a request of the Secretary of Agriculture to you, an appointee of the 
Congress, all loans of $500,000 or more had to be referred to an assist- 
ant of the Secretary of Agriculture. You told your information man, 
in effect, that it was not their business and therefore they did not have 
to know it; is that correct ? 

Mr. Hani. I don’t think so. 

Senator Symineton. Well, you tell me again what you said to the 
information man who told you that the REA group wanted that 
information. 

Mr. Hamu. Senator, I thought I made that clear a minute ago. 
I think I told him that this was an internal. This is within REA 
and within the Department and is a matter of operation. 

I might say on a loan proposition down there I want this particular 
function to be done by the area director. Therefore, it was an internal 
matter, strictly an internal method of procedure. It was within the 
Department, under the Secretary, and we were granting the loan. So 
I felt that it was strictly within the prerogative—I was still making 
the loans. I did not feel there was any handicap. 

Senator Symineron. Did you reach that decision before you talked 
to anyone like Mr. Scott, or any other member of the organization of 
the Department of Agriculture? Was that a decision you made 
entirely on your own ? 

Mr. Hamu. That is a decision on my own. 

Senator Symineron. Thank you. 

Senator Carenart. Mr. Chairman, I think it has already been 
brought out here, without anybody questioning it at all, that the Secre- 
tary of Agriculture, under the law, is the authority and has the 
responsibility for REA. Now, if the Secretary of Agriculture asks 
the Director of REA, temporarily or permanently, to show one of the 
Secretary’s employees an application for a REA loan in order that 
he might report back to the Secretary, that does not change any policy. 
That is not ears any law. I do not know why you are making 
a mountain out of a molehill here. You are doing it because Mr. Ellis 
has brought it up, I suppose. 

Senator Humrurey. There is a reason for it, Senator. The rea- 
son is that the Secretary of Agriculture testified to reassure the mem- 
bers of this subcommittee in the year 1953 that if there were to be any 
major changes in REA. 

Senator Carenart. That is not a major change. 

Senator Humpurey. Well, that is a value judgment. He said if 
there were to be any major changes in REA, he would consult with 
the members of the committee, inform the Members of Congress, and 
also consult with the agricultural organizations. 

This was discussed at some length here in this same committee 
room. 

The point is, the only point that I see that is relevant here, is 
whether or not the change that was made, No. 1, was major. 

Senator Carrnart. It is not. 

Senator Humpnrey. Well, you say it is not. Some people think it 
is. Mr. Ellis says he thought it was. And his organization thinks 
it is. 
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Now, the second point is, What is the authority of Mr. Scott over 
REA? In other words, did we not have a reorganization of REA? 

Senator CargHart. You could not possibly have had a reorgani- 
zation because the Secretary of Agriculture has 100-percent respon- 
sibility and the authority. 

Senator Humpurey. We could reorganize it. 

Senator Capemarr. And there is nothing in the act which says, if 
he wants, that he cannot have a dozen men working under him take 
a look at loans. 

Senator Humrpurey. Senator, that is perfectly true—except he said 
he would inform us. That is the point. Now, he was not compelled 
tosay that. He said that out of his own volition. 

Senator Syminetron. After you decided and told your information 
man that it was not the prerogative of Mr. Ellis and/or his organi- 
zation to know that, in the future you were to send loans of $500,000 
or more to the Secretary’s office, or consult with one of the Secretary’s 
assistants—did you discuss it at any time with Mr. Scott or any other 
member of the Department of Agriculture? 

Mr. Hani. I do not remember if I did. 

Senator Symrneron. So the fact that the information was not 
available in your department and was not available when the Depart- 
ment of Agriculture was asked for it, to the best of your knowledge, 
was cide, is that correct ? 

Mr. Hamin. Well, we might just put it this way, Senator. There 
are hardly any secrets in any form in our type of government because 
we deal with lots of people. 

Senator Symrneron. I understand that. But you do not remem- 
ber discussing it with any member of the Department of Agriculture 
after you made the decision not to give the information. 

Mr. Hamiu. No, I do not. 

Senator Carenart. Well, I want to again say—— 

Senator Humrurey. Senator Lausche. 

Senator Lauscue. Mr. Scott, are your duties defined either by reg- 
ulation or by law? 

Mr. Scorr. There is a job description, Senator. As far as I know, 
that is the extent of my duties. 

Senator. Lauscue. Your title is Director of Agricultural Credit 
Services, is that correct ? 

Mr. Scorr. Yes, sir. 

Senator Lauscue. And in the Department, where credit is involved, 
you are supposed to have some part in it? 

Mr. Scorr. That is right, sir. 

Senator Lauscue. How long have you been engaged in that work ? 

Mr. Scorr. Well, I have been in Government credit work nearly 25 
years. I had been in the agricultural lending business, about 10 years 
prior to that time, sir. 

Senator Lauscue. How many divisions of the Department of Agri- 
culture are engaged in the lending of money ? 

Mr. Scorr. Two—the Farmers’ Home Administration and the Rural 
Electrification Administration. 

Senator Lauscue. Do you have any participation in the discussions 
leading to the extension of credit in the Farmers’ Home Administra- 
tion ? 
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Mr. Scorr. Yes, sir—similar to my working relations with Mr. 
Hamil in the REA. 

Senator Lauscusr. Mr. Benson testified this morning: 

I have asked Mr. Hamil to refer to the Director of Agricultural Credit Serv- 
ices for his information and for possible discussion contemplated loans exceed- 
ing half a million dollars and loans to new borrowers. 

Is that in conformity with your understanding of what your par- 
ticipation was to be in the making of these $500,000 or more loans? 

Mr. Scorr. Senator, I understood that I am to review these loan 
applications, and if there are any questions that occurred to me that 
— important to discuss with Mr. Hamil, that I discuss them with 

im. 

Senator Lauscue. I put this question to you. In the Puerto Rican 
loan, if you had been convinced that it was a bad loan and dangerous 
as a credit risk, would you have considered it your obligation to in- 
form Mr. Benson, the man who was ultimately responsible ? 

Mr. Scort. Yes, sir. 

Senator Lauscue. Why did you not inform him of this loan about 
which you had a doubt—the Puerto Rican loan ? 

Mr. Scorr. I had no question, Senator, about the repayment of that 
loan. And I had no question about it having been determined legally 
that it was within the act. The question that I had and that I dis- 
cussed with Mr. Hamil was whether or not it was really within the 
full intent of the law. As I stated here earlier, Senator, it was based 
upon, first, the very strong financial condition of that borrowing 
organization, and the fact that they had in the past been able and 
always had used private money. 

It was a change of purpose, a major change of purpose of their bor- 
rowing from REA at a time when money rates were high. 

Senator Lauscue. That is, it was finally your conclusion that they 
were trying to get some cheap money at 2 percent when you believed 
that with their fiscal standing they probably could have borrowed in 
the private market. 

r. Scorr. That was my impression, Senator. 

Senator Lauscue. It was for that reason you felt the loan was 
secure, in making the loan. 

Mr. Scorr. They have a very fine system, a lot of resources, and a 
lot of income. They are in good, strong, financial condition. 

Senator Lauscue. If at any time there should come to your attention 
that loans are being made which, in your judgment, are gravely doubt- 
ful, would you feel it your duty, under the prescribed service that you 
are to render, to report to the Secretary of Agriculture ? 

Mr. Scorr. I certainly do. 

Senator Lauscue. It is a fact, is it not, that you would be guilty 
of the gravest dereliction of duty if you found loans of that type being 
contemplated without calling it to the attention of the Secretary, the 
man who has to answer to the 170 million people of this country for 
the running of that Department. 

Mr. Scorr. Yes. And, Senator, I have, as a matter of practice, kept 
my superior, the Under Secretary, especially, and, on occasion, the 
Secretary, informed about some of the questions I had about these 
loans. And I have indicated why I felt there was no need to raise the 
question with the Secretary. 
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The Puerto Rican loan is a good example. I kept them informed. 
But certainly, if I felt that a loan should not be made for any reason, 
and Mr. Hamil and I could not agree, I would immediately say, “Dave, 
let’s you and I go in and talk to the Secretary about this.” 

Senator Lauscue. Well, in my judgment, that is what in good con- 
science the responsibilities of your job would call for. It would be 
treason to your superiors unless you did it that way. 

Mr. Hamu. Senator Lausche, in regard to the Puerto Rico loan— 
the buildup of the Puerto Rico water-resources loan was over a period 
of years. And I think that se Mr. Scott’s original objections to 
that loan were because the loan docket was a long time developing. 
There is a great deal involved in that. And I do not think that I gave 
Mr. Scott as good an interpretation to begin with. And I think after 
I had placed that matter before him as it became apparent to me— 
and if you will let me continue just a moment. The people of Puerto 
Rico have gone quite a ways. They have even gone flepontt the effect 
of REA’s 2 percent money and long-term repayment in order to elec- 
trify the rural parts of Puerto Rico. And the proposition for genera- 
tion if these loads did develop out in the rural parts of Puerto Rico 
was discussed prior to 1952. And the loads did develop, and people 
did—— 

Senator Lauscue. I am not casting any reflection upon you. I am 
just approaching this thing from a basis of principle, and I want to 
tell you why. 

T have a letter in my files from a power company in Athens County, 
Ohio, privately operated, which was told to borrow money from REA 
at 2 percent, pay off its private debt, because it could borrow on the 
money serving the rural community. And that is the point I am trying 
to make—that there is danger that you will be loaning money in cases 
where it can be, and ought to be, bought through private lenders. 

Mr. Hamm. I have not seen the loan that you refer to, Senator. 

Senator Lauscne. A man, who was called by someone in Rural 
Electrification, came to me and said he was told “Go to Rural Elec- 
trification. You can borrow at 2 percent and pay off your private loan 
where you are paying 3.” So, if Mr. Benson is a bit concerned, I do 
not blame him. 

Mr. Hamiu. I would answer that if those people are now served, 
they could not borrow from REA, and anybody giving that informa- 
tion is giving erroneous information, not under the act and without 
the advice and consent of the Administrator, and the loan would not 
be made. 

Senator Lauscue. The fact is that you can loan to nonprofit, limited 
profit, public or private organizations if and when rural needed 
services are to be provided, is that correct ? 

Mr. Hamm. That is correct. 

Senator Munpr. Mr. Chairman. 

Senator Humpurey. Senator Mundt. 

Senator Munpr. I would like to know, Mr. Hamil, whether you have 
had any complaints from the electric co-ops themselves about the 
manner in which this much-heralded directive or request has been 
operating. 

Mr. Hamu. I have not had any complaints. 

Senator Munpr. You have not had any. 
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Mr. Hamu. I had one complaint, I think. I had one complaint 
that did come to me from a borrower that REA had held a particular 
loan until a ruling that we put into effect internally became effective. 
That is not the truth. The loans all follow a normal course of pro- 
cedure, and if when they come to the Administrator’s desk—if I am 
there that morning and I go over the loan and am familiar with it, I 
sign it; if I am not, I may ask for additional information, until I am 
convinced it is right. 

Senator Munpr. Your testimony is that, to the best of your knowl- 
edge, no local co-op has had any positive complaint or has had any 
loans rejected because of this request or directive or internal under- 
standing, whatever language is involved. 

Mr. Hamit. There has been no loan that has not been made as a 
result of having discussed it with Mr. Scott. 

Senator Humrurey. I might only add that we could have forgone 
a lot of this trouble if we could have had the Secretary up here last 
summer when I tried to get him here. 

For weeks I tried and tried and tried. Mr. Farrington, you recall 
that, Iam sure. And we might have been able to nip much of this 
in the bud. I think I talked to you personally about it. 

Mr. Hamu. I was in Colorado at the time. 

Senator Carenarr. Mr. Chairman, I would like to offer this sug- 
gestion to you. Inasmuch as Mr, Ellis this morning made some very, 
very Gamayng statements or accusations—I suggest that you ask the 
press to publicize the fact, and ask the gentlemen that are here that if 
there is any co-op.in the United States that feels they have been hurt, 
feels they have not been fairly treated, feels there has been unnecessary 
delay as a result of the operation of the REA over the last couple of 
years; that this committee hear them and hear them immediately ; 
that they bring their problems before this subcommittee—not to Mr. 
Ellis, but rey to this subcommittee, if they have been hurt in any 
way, had any delay in getting their loans, or had any troubles at all. 
Let them bring them directly to this subcommittee and we will hear 
them ; that ‘we set a definite and positive date for hearing complaints 
of the REA co-ops in the United States. 

Senator Lavuscue. Will the Senator from Indiana yield to a 
question ? 

Senator Caprnart. Yes. 

Senator Lauscur. Why not ask those here. Is there anyone in this 
audience connected with a co-op that has had any delay in getting 
services? 

Senator Humpurey. May I most respectfully suggest that I do 
not believe people came here to stand up to make personal testimony 
from the floor. I understand that Mr. Ellis’ organization represents 
the people who are the members, officers, and on the boards of direc- 
tors of the REA co-ops, is that correct, Mr. Ellis? 

Mr. Exuis. Yes. If I may respond briefly 

Senator Humpurey. Before you go on—how many members do you 
have? 

Mr. Exsis. About 90 percent of all the rural electrification systems 
of the country are members of their national organization. 

Senator Humpurey. How many people attended your last 
convention ¢ 

Mr. Exxis. About 6,400. 
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Senator Humpurey. Were these the operators of the co-ops—I 
mean more the managers? Were these officers, boards of directors, 
and members of the co-ops ? 

Mr. Ettas. Yes, they were principally boards of directors, the man- 
agers, some key managing personnel, attorneys. Those were the 
principal ones. 

Senator Humpurey. Did any co-ops make complaints about the 
changes in the REA setup ? 

Mr. Exits. Yes. There was then, there had been before, and there 
is now—a great how] against this order. 

Senator Humeurey. In order to answer Senator Lausche’s question, 
would you be able to bring to our attention, first by written memoran- 
dum, cooperatives that have complaints against this order—and sec- 
ondly, the witnesses themselves ? 

Mr. Exxis. Yes. 

Senator Humpurey. I do not think it is fair for a Senator to say to 
an audience, “If you have any complaints, stand up,” because we did 
not ask these people to come here to answer questions from the floor. 

(The information requested follows :) 


NATIONAL RuRAL ELECTRIC COOPERATIVE ASSOCIATION, 
Washington, D.C., June 30, 1958. 
Hon. Husert H. HUMPHREY, 
Chairman, Reorganization Subcommittee, Government Operations Com- 
mittee, Senate Office Building, Washington, D. C. 


DeAR SENATOR: During the course of the hearings conducted by your sub- 
committee in connection with S. 2990, you asked me to bring to your attention 
complaints against Secretary Benson’s order to exercise his authority over the 
REA Administrator in the making of loans, 

As indicated by the transcript, you said: “In order to answer Senator Lausche’s 
question, would you be able to bring to our attention, first by written memoran- 
dum, cooperatives that have complaints against this order—and secondly, the 
witnesses themselves?” 

The cooperative witnesses, of course, you heard during your hearings and 
their names and the cooperatives they represent are a matter of the subcom- 
mittee record. I believe that altogether there were 25 cooperative representa- 
tives from several States who presented statements. 

In addition to those who testified, there were nearly 100 other cooperative 
representatives who felt strongly enough about this matter to come to Washing- 
ton for the hearings to demonstrate the need for some action such as provided 
in your bill, S, 2990. 

All of the witnesses, as their testimony shows, expressed their fear of Secre- 
tary Benson’s order. I think you will agree that they pointed out quite spe- 
cifically the areas in which the new order threatens to do the most damage to 
their own rural electrification efforts—the areas of increased usage, generation, 
idle services, area coverage and the like. 

In addition to the cooperative representatives who came to the hearings, there 
are literally hundreds of cooperatives in all parts of the country which have 
joined in expressions of complaint against Secretary Benson’s order. 

For example, on September 16-17, 1957, the rural electric cooperatives of Ohio, 
Indiana, Michigan, and West Virginia, making up region IV, met at the Com- 
modore Perry Hotel in Toledo, Ohio, and unanimously passed the following 
resolution : 

“Whereas the original REA Act of 1936 provided for strictly nonpartisan ad- 
ministration of REA and provided for the appointment of an Administrator by the 
President, with confirmation by the Senate for a 10-year term to insure non- 
partisan, nonpolitical administration; and 

“Whereas Secretary of Agriculture Ezra Taft Benson pledged himself to a 
congressional committee to make no changes in REA without first consulting the 
proper congressional committees and other interested groups; and 
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“Whereas in June 1957, the Secretary did reorganize REA by requiring that 

yi eat of $500,000 or more be reviewed by persons outside REA: Now, there- 
ore, t 

“Resolwed, That we are vigorously opposed to any reorganization of REA; we 
are absolutely opposed to this recent action by Secretary Benson which threatens 
to make REA a partisan political agency ; and be it further 

“Resolved That as soon as the Congress reconvenes in January that a bill be 
introduced and passed exempting REA from the Reorganization Act of 1953 
and that this same bill stipulate that REA is to be re-established as it was prior 
to the passage of the Reorganization Act.” 

Similar expressions were voted by cooperatives in each of the 10 regions of the 
conutry at meetings that were held last summer and fall as follows: 

Delaware, Maine, Maryland, New Hampshire, New Jersey, New York, Penn- 
sylvania, North Carolina, Vermont, Virginia, region I, Ben Franklin Hotel, Phila- 
delphia, Pa., September 30—October 1. 

Florida, Georgia, South Carolina, region II, Henry Grady Hotel, Atlanta, Ga., 
October 17-18. 

Alabama Kentucky, Mississippi, Tennessee, region III, Admiral Semmes Hotel, 
Mobile, Ala., October 14—15. 

sup Iowa, Wisconsin, region V, St. Nicholas Hotel, Springfield, Ill., October 
10-11. 

Minnesota, North Dakota, South Dakota, region VI, Hotel Curtis, Minneap- 
olis, Minn., October 31—-November 1. 

Colorado, Kansas, Nebraska, Wyoming, region VII, The Plains Hotel, Cheyenne, 
Wyo., September 23-24. 

Arkansas, Louisiana, Missouri, Oklahoma, region VIII, Jung Hotel, New Or- 
leans, La., September 19-20. 

Alaska, California, Idaho, Montana, Oregon, Utah, Washington, region IX, 
Hotel Multnomah, Portland, Oreg., November 4—5. 

Arizona, New Mexico, Texas, region X, Baker Hotel, Dallas, Tex., Novem- 
ber 7-8. 

A resolution on this same subject was passed in February at the national annual 
meeting of our association in Dallas, Tex., where more than 6,000 representa- 
tives came from all parts of the country. I entered this resolution in the hearing 
record as part of my testimony on the first day of the hearing. 

I shall now deal with the complaints themselves. As was pointed out in the 
testimony, cooperatives in all parts of the United States are concerned about 
the following : 

1. The weakening of congressional control over REA. 

2. The injection of a new and unexplained element into the loan procedure 
causing—as a minimum—uncertainty, fear and inevitable delay. 

8. The exposure of the REA program to political manipulation. 

4. The loss of direct access by the co-ops to the real Administrator, and his 
inability to make loan commitments on the spot—either in the field or in his 
office. 

5. The creation of additional and unnecssary redtape, and duplication and 
bureaucracy. 

Of these points, as you know, the one to which most questions were directed 
was that part of No. 2 having to do with loan delays. One or two committee 
members indicated they would like to have a list of co-ops experiencing loan de- 
lays. My response was: “This has been such a mystery. We have been unable 
to know the course of loans. It is pretty difficult for anybody to say ‘My loan 
was delayed because of this.’ But the implications of it, the mystery with 
which it has been handled is apparent. * * *” 

By definition, delay is inevitable, for it is agreed that the bulky loan packets 
must now be reviewed at the Secretary’s office before approval and sometimes 
justified over objections from the Secretary’s office. 

During the course of the hearings we cited two cases of loans that had been 
interfered with. These two cases had previously been made public and we were 
therefore at liberty to give the names and other details. I am sure you appreciate 
the fact that many cooperative managers are very fearful of jeopardizing their 
loans by registering personal complaints. 

Tom Cleavenger, manager of the Southeastern Illinois Rural Plectric Coopera- 
tive, at El Dorado, IIl., told us about his loan experience in July, 1957 after he 
received his approval. 

“T had a pending loan application that was supposed to be approved before the 
end of the fiscal year 1957,” he said. “However, it was not; and on July 5, I 
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called REA to inquire what the holdup was. The office said that they had 
been requested to supply additional information on the loan application under a 
new policy that required approval of the Office of the Secretary of Agriculture 
on all loans over $500,000.” 

Another case that had been made public and which I cited in my testimony 
was the Indiana loan application. This was the loan application that apparently 
touched off the new order by the Secretary in May of last year. 

As a result of facts which the hearings have brought out, we now know that 
nearly a year ago Administrator Hamil, along with members of Secretary Ben- 
son’s staff, were called to the White House where the Indiana application was dis- 
cussed. We also know that within a few days after this conference Mr. Hamil 
was instructed to send all loan applications over $500,000 and loans to new bor- 
rowers to the Secretary’s office for clearance. 

This Indiana loan has not been made. All REA promotion of it has been stopped 
although REA officials agree, I believe, that it is badly needed. I am more 
convinced now than I was when I testified before your subcommittee that the 
Indiana co-ops will never build that generation and transmission system as 
long as Secretary Benson is a de facto administrator of REA. 

Other loans have been delayed for varying lengths of time. As I testified 
and as I have pointed out here, the details are a mystery tous. However, thisisa 
mystery your subcommittee can clear up by obtaining directly from the Depart- 
ment of Agriculture the list of all loans reviewed and cleared by Mr. Scott, in- 
cluding the time he devoted to each; i. e., when were the loan packets sent to the 
Secretary’s (Mr. Scott’s) office by the Administrator, when were they returned, 
and when were the loans made. 

However long it takes Mr. Scott to make this review, it is a review that for 23 
years was not necessary in the making of loans that now total $3 billion and it 
is a review that is totally unnecessary now. But as I have sought to emphasize, 
it is not delay in loans that is the sole complaint against the Benson reorganiza- 
tion of REA. Delay simply goes hand in hand with uncertainty, fear, politics, 
redtape, additional bureaucracy, and all the points raised in the testimony. More- 
over, it is not so much what has already happened that disturbs the cooperatives. 
The repeated praise given Administrator Hamil at the hearings demonstrates that 
the major dissatisfaction is not with his actions of the past. The greater fear 
is for the future of the REA loan program if that program is to be under the 
political control of the Secretary of Agriculture—regardless of which political 
party the Secretary represents. 

Sincerely, 
CLypE T. Eis, General Manager. 


Senator Lauscur. No. My query is, Is there any association in 
Ohio that suffered delay? I am not talking about this complaint about 
the change in the orders. I ask: Is there any association in Ohio that 
has wanted service that has been delayed in getting it ? 

Senator Symineron. Is everybody in the audience from Ohio? 

Senator Lauscue. There are quite a few from Ohio; more than any 
other place. 

Senator Symrneron. I see one from Missouri. 

Mr. Exuis. Mr. Chairman, may I respond to that. I think it will 
help the committee. This has been such a mystery. We have been 
unable to know the course of loans. It is pretty difficult for anybody 
to say “My loan was delayed because of this.” But the implications 
of it, the mystery with which it has been handled. Now, this resolu- 
tion was passed at our national meeting at Dallas, Tex., unanimously. 
And they know about it all over the country. 

Senator Symineton. What does the resolution say, in brief? 

Mr. Exxis. It was that REA in their opinion cannot continue to 
operate efficiently under this order. The resolution was a part of 
my statement this morning. It is attached to my statement. (See 

. 23.) 

Senator Carenart. Mr. Chairman, that is my point. I want wit- 

nesses in here from REA’s in Indiana, Ohio, and other places, with 
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concrete evidence that they have been hurt as a result of the operation 
of the REA over the last 2 years. And I shall expect—— 

Senator Humpurey. There will be 10 witnesses, I understand, 
tomorrow. 

Senator Carenart. I expect Mr. Ellis, when he appears before us 
tomorrow, to be specific in his charges, rather than just simply mak- 
ing the ce statement that everybody is crooked except him, that 
everybody is out of step except him, that everybody is conniving to 
eliminate. REA except him, that everybody i is a politician except Mr. 

is 

Mr. Exuis. Mr. Chairman, I never said that. 

Senator Carenarr. That was the inference. 

Senator Humpurey. We are going to be back here tomorrow at 
10 o’clock. Senator Capehart will have an opportunity to interro- 
gate Mr. Ellis, because I want Mr. Ellis to appear here tomorrow 
at 10 o’clock. All the other members of the subcommittee I hope 
will be here at 10 o’clock. 

There are two Congressmen that have asked to be heard. And then 
we shall proceed, Mr. Ellis, with your cross-examination. And follow- 
ing that we have a list of witnesses of REA co-ops. There are at least 
15, or more, I believe. 

Senator Symrneron. May I ask a question of Mr. Hamil. 

Mr. Hamil, first I want to thank you for being a very cooperative 
witness. 

Mr. Hamu. I have been chairman of a committee myself a few 
times. 

Senator Symmneron. What was the date that Secretary Benson 
asked you to refer all loans of half a million dollars or more to him? 

Mr. Hami. It was in May of 1957. I do not recall the day, 
Senator. 

Senator Symrneron. Was it a verbal request or in writing? 

Mr. Haman. It was a verbal request. 

Senator Symineton. Who gave it to you? 

Mr. Hamit. I discussed it first with Mr. Scott. 

Senator Symrneron. So Mr. Scott was the one that told you that 
in the future the Secretary of Agriculture would like to have him 
look at all loans of half a million dollars or over ? 

Mr. Hamu. I think, if my memory is correct, Mr. Scott and I then 
went over and discussed it with Under Secretary Morse. 

Senator Symineron. Was that you idea or Mr. Scott’s idea? 

Mr. Hain. I think that was my idea. 

Senator Symrneton. When did you first know that the Secretary 
of Agriculture wanted you to review with a member of his staff all 
loans of half a million dollars or over ? 

Mr. Hamin. Well, that was at that date. 

Senator Symrneron. Well, you could find out exactly what that 
date was for the record ; could you not ? 

Mr. Hamm. Yes, I can. 

Senator Symrneron. Will you make it part of the record ? 

. Mr. Hamm. I will give you the date I sent the first loan to Mr. 
cott.* 


1See p. 128. 
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Senator Symrneton. Did you suggest to Mr. Scott you do that, or 
did Mr. Scott suggest it to you? 

Mr. Hamu. Mr. Scott suggested to me. 

Senator Symineron. And then did you say “Well, before I agree 
to that, I think we ought to talk to the Under Secretary about it” 
or did he suggest that? 

Mr. Hamit. No, that point was not discussed. 

Senator SyMINGTON. Well, then, why did you go to see the Under 
Secretary ? 

Mr. Hamu. As a matter of policy. 

Senator Symrneton. Well, were you apprehensive that Mr. Scott 
did or did not have the authority to tell you that? 

Mr. Hamin, No, I just wanted to discuss the matter with Mr. Morse. 
If my memory is correct, the Secretary was not there. 

Senator Symineron. And why did you want to discuss it with 
Mr. Morse? 

Mr. Hamu. Well, he is Acting Secretary in the absence of the 
Secretary. 

Senator Symineton. Why did you think it was necessary to discuss 
it with Mr. Morse ? 

Mr. Hamu. I just thought it would be a good idea to see what the 
thinking of the Department of Agriculture may be. I found no fault 
with it. 

Senator Symineron. I can understand that. And therefore you 
and Mr. Scott went to see Mr. Morse; is that right ? 

Mr. Hami. Yes. 

Senator Syminoron. What was the nature of that conversation ? 

Mr. Hamit. I don’t even remember. It was of a general nature— 
a that there would be matters—it could be to my advantage, it could 

to the Department’s advantage, it could be to borrowers from 
REA’s advantage, if we would discuss loan propositions. 

Senator Symineton. You would have gone to Mr. Benson, but he 
was not in town; is that correct ? 

Mr. Hamm. Yes. 

Senator Symrnetron. What did Mr. Morse say? Did he confirm it 
as policy ? 

Mr. Hamiu. He thought it would be advisable. 

Senator Symrneron. Did he give you any reason why ? 

Mr. Hamir. He thought it would be advisable because a similar pol- 
icy had been followed in the Farmers’ Home Administration, even a 
much more severe policy followed in the Farmers’ Home Administra- 
tion in regard to large loans. 

Senator Symrineron. What do you mean by “more severe” ? 

Mr. Hamit. I will ask Mr. Scott—I don’t run the Farmers’ Home 
Administration, but I think all loans of $50,000 or more that are 
involved in the Farmers’ Home Administration require personal 
attention. Am I correct in that? 

Mr. Scorr. Yes. 

Senator Humrnrey. That is by law. That is a little different. 

Senator Symineton. This is by suggestion. 

Mr. Hamtu. This is by suggestion. 

Senator Symrneton. Then the reason that you went to see Mr. 
Morse was because you wanted to be sure that you understood the 
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details of the procedure. And you are going to furnish for the record 
the day that Mr. Scott brought that matter to you. 

Mr. Hamm, Can I do it b saying I will put in the record the date 
that I sent the first loan to Mr. Scott’s office, because that would be the 
we following day. 

enator SymineTon. Well, it would be helpful if you had a record 
to show the date—if you took any memorandum—— 

Mr. Hamu. I do not have any memorandum. There is no mem- 
orandum. 

Senator Symineron. Do you know the day you discussed it with 
Mr. Morse ? 

Mr. Hamu. I do not remember that day. 

Senator Symineron. Well, would there be any kind of office record 
to show that day ? 

Mr. Ham. There may be. If there is, I will provide it. I can 

rovide this—I can provide the date of the first day I sent a loan to 

r. Scott’s office. And I am presuming now, Senator, that that was 
the following day, because loans go ei | on a kind of normal 
procedure. 

Senator Symineton. Right. And also the day you discussed it 
with Mr. Morse? 

Mr. Hamu. I think it would be the preceding day. 

Senator Symineton. So the day Mr. Scott suggested it to you and 
Saree you discussed it with Mr. Morse was the same day; is that 
right ? 

r. Hamu. Yes; that is right. 
Senator Symineton. Thank you, Mr. Chairman. 
(The information later supple follows :) 


The date the first loan was sent to Mr. Scott for review was June 5, 1957. 


Senator Humpurey. The subcommittee will very shortly recess. 
But before we do, I want to say to the witnesses for tomorrow—we 
would atly appreciate having a copy of your statements. If 
those wares here will leave their statements with the clerk it will 
be helpful. 

e. ~ ieve that we will now stand—Mr. Hamil, do you have anything 
else ? 

Mr. Hamin. Yes, Mr. Chairman. I would like to submit for the 
record some information that I had compiled here. 

Senator Humpurey. Very good. We will make it a part of the 
record at this point. 

(The information follows :) 


REA LOANS FoR GENERATION AND TRANSMISSION 


The Department of Agriculture and the Rural Electrification Administration 
have given strong support to efforts of the rural electric systems to assure an 
adequate supply of reasonably priced power to meet future needs. REA loans 
made since January 1, 1953, are bringing about a record growth in generation 
facilities. 
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Generating capacity provided in loans 


Year ° Kilowetts 
SII escacecnenteinciuirartdin uoncesnintenn>annomaeammemteaucamieaaaa a 10, 300 
Scans enatemrenenuis eamenstnenseatonipinenteledamatenhiceiinest ae iene amnaaaae 157, 015 
TI s-n ch onantciee septa rarenatcn en taeaeivas nrg uamnein eimatamee ae 121, 084 
| eat Actekiecceaene A Nettie Saag RE in Ban re me IBS 248, 041 
TI ss seioesicacetincisca un seen ehener ee auan-=Spstniven anion ach mah atin aiden 363, 775 
TE. SUA ENRELLD | on oence<seesuetsnenrasinunenenietesmak cacti 43, 000 

TOUR TOWED i, TO a 943, 218 

CINE SEN CURING EO Sak POU E ID ciceceeeseennaniesecraicesihuemtsienensrrengmansnaoeasndeasieeb arate tsdaneaieeeen 1, 148, 850 


The capacity of new generating facilities provided in 1957 loans was twice 
the amount provided in any 12-month period prior to 1953. Loans made in the 
last 5 years are making it possible for borrowers to obtain larger, more efficient 
units and to hold down or reduce the cost of power for member cooperatives and 
individual users. 

LOANS CONVERTED TO OPERATING FACILITIES 


REA has given greater attention to developing feasibility, to arrangments for 
interconnection, to exchange of power and lease operation, and to exploration of 
methods of obtaining the needed expansion. As a result, the installed capacity 
of generating plants financed by REA will have more than doubled between 
January 1, 1953, and July 1, 1958. Another 137,200 kilowatts of new capacity 
will be installed during fiscal year 1959. The growth is shown in the following 
data : 

KILOWATT CAPACITY INSTALLED BY REA BORROWERS (CUMULATIVE) 


RN ial Ici oan cn mein te cieeenernecaaie amare weetinnnsenetiraiimaain 571, 901 

RE I SEIT on 16 0a insti ca mr aeeonigel Segeenoendieiiee deltas duaneicadee Salaam 851, 085 

a  cseenin = ahetintehan es ipet geet abeinan Sig bei ea lan eae 1, 205, 563 

SOUR a RII cscs taep.cn oie ced cae greater ards dius dsat cn erebenans nicer bet tein nae 11, 342, 763 
1 Estimated. 


LOANS MADE TO NEW POWER-TYPE BORROWERS 


Four A loans have been made to federations of rural electric cooperatives to 
permit them to construct generation and transmission facilities needed in devel- 
opment of power supply plans. Details of these loans follow: 

Arkansas Valley Generation and Transmission, Inc., Pueblo, Colo. 

A loan of $3,500,000 was approved April 27, 1955, for construction of a 16,500- 
kilowatt steam plant to serve the needs of three member cooperatives in south- 
eastern Colorado. The plant is lease operated by the Southern Colorado Power 
Co. The loan provided the additional power needed by members and brought 
about a reduction in the cost of power. 


Colorado-Ute Electric Association, Montrose, Colo. 


A loan of $10,155,000 was approved May 25, 1955, for construction of a 37,950- 
kilowatt steam plant and related facilities to serve power requirements of four 
member cooperatives located in southwestern Colorado. An additional loan for 
$2 million was approved October 14, 1957, to complete and extend the original 
facilities. The facilities will be interconnected with and operated by the Western 
Colorado Power Co. 


Tri-State Generation & Transmission Association, Inc., Fort Morgan, Colo. 


An A loan of $9,968,000 was approved May 14, 1956, for construction of a 44,000- 
kilowatt steam plant to provide supplemental power to 24 member rural electric 
systems in Colorado, Nebraska, and Wyoming. The systems now obtain whole- 
sale power from the Bureau of Reclamation, but do not have assurance that the 
Bureau can continue to meet their growing needs. 


Sunflower Electric Cooperative, Wakeeney, Kans. 


An A loan for $5,575,000 was approved January 10, 1958, to this new federation 
of six distribution member cooperatives in northwest Kansas. The loan will 
finance the installation of a 22,000-kilowatt steam-generating unit at Hill City, 
Kans., which will be lease operated by the Central Kansas Power Co., of Hays. 
The arrangement will bring a saving in power cost for the four member coop- 
eratives which will be served by the new plant. The estimated wholesale cost 
will be 9.7 mills per kilowatt-hour as compared with 10.9 mills at present. 
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INITIAL GENERATING FACILITIES PROVIDED FOR OTHER BORROWERS 


In addition to these loans to new power-type borrowers, this Administration 
has made loans for initial generating facilities proposed as means of meeting 
rural power needs. Although two of these loans will not be used as proposed, 
because of later developments which made it inadvisable to continue with the 
original plans, their approval demonstrates a willingness on the part of this 
Administration to assist rural-electric systems in any plans which will bring 
about a reduction in power costs and provide power not obtainable from other 
sources, 

Following are loans of this nature made since January 1, 1953: 


Kotzebue Electric Association, Inc., Kotzebue, Alaska. 


Funds to finance a 500-kilowatt generating plant were included in the A loan 
to this new distribution cooperative operating within the Arctic Circle. 


Copper Valley Electric Association, Glenallen, Alaska. 


The initial loan to this newly organized distribution cooperative includes 
funds for a generating plant of 500-kilowatt capacity. 


Bastern Towa Light & Power Cooperative, Wilton Junction, Towa. 

A loan for $10,490,000, approved March 4, 1957, will permit this large distribu- 
tion system to build a generating plant of two 22,000-kilowatt steam electric 
genérating units, 75 miles of 69-kilovolt transmission line and related facilities. 
This plant will be interconnected with the city of Muscatine and will enable thé 
cooperative to meet estimated power requirements until 1969. 


Alger-Delta Cooperative Hlectric Association, Gladstone, Mich. 

Funds were provided in a loan for $8,257,000 (approved January 8, 1954) for 
construction of a 15,000-kilowatt steam generating plant and related facilities. 
Because of later developments affecting system expansion and power require 
ments, the borrower decided to make further studies of means of obtaining 
adequate power at reasonable cost. 


Central Nebraska Public. Power and. Irrigation District, Hastings, Nebr. 


A loan in the amount of $17 million to finance the construction of a 100,000- 
kilowatt single unit steam electric generating station near Lexington, Nebr., was 
approved July 16, 1956. This new plant, the first for this borrower, is now in 
test operation and will soon be providing additional power needed by 27 rural 
distribution systems financed by REA. 


Loup River Public Power District, Columbus, Nebr. 


Another loan, of $9 million for transmission facilities, was approved July 16, 
1956, as a complement to the Central Nebraska generation loan. The combined 
generation and transmission expansion program will benefit 87,000 farm and 
other rural consumers in the eastern two-thirds of Nebraska. 


Pioneer Electric Cooperative, Piqua, Ohio. 


The borrower has obtained a loan (for $7,200,000, approved March 14, 1958) to 
purchase and install a 20,000-kilowatt steam generating unit and construct 133 
miles of 69-kilovolt transmission line to meet growing power needs. The new 
unit will be lease-operated by the city of Piqua under an arrangement which will 
bring the cost of power to the cooperative down from the present average of 9 
mills per kilowatt-hour to an estimated cost of 6.5 mills in the future. 


Puerto Rico Water Resources Authority, San Juan, Puerto, Rico. 

About $9.5 million was included in a loan approved August 14, 1957, for con- 
struction of a 44,000-kilowatt steam generating unit. This will provide power 
required by the 34,000 rural families now served and to be served by REA- 
financed distribution facilities. 


Deep East Electric Cooperative, San Augustine, Tez. 


To assist this distribution borrower develop a 10,000-kilowatt generating sys- 
tem utilizing low-cost wastewood as fuel, REA approved a loan of $2,238,000 on 
June 4, 1956. The loan was rescinded after negotiations for purchase of wood- 
waste and sale of power to the wood products firm broke down. 
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A CASE HISTORY: EAST KENTUCKY RURAL ELECTRIC COOPERATIVE 


It takes something more than an RBA loan to assure that farmers will have 
adequate, low-cost power where and when they need it. 

The East Kentucky Rural Hlectrie Cooperative was formed in 1941 by a group 
of rural electric distribution cooperatives, all REA borrowers. On October 9, 
1941, REA approved a first loan of $2 million for a small steam generating 
plant and a basic transmission system. World War II prevented use of the 
loan, and REA approved a second loan of $10,265,000 on November 23, 1949, 
to finance a 40,000-kilowatt steam plant. 

A third loan, for $15,717,000, was approved April 17, 1952, for additional fa- 
cilities, including a 40,000-kilowatt steam unit. Long litigation, which began 
after the Kentucky Public Service Commission issued a certificate of convenience 
and necessity in December 1950 for the first two loans, prevented use of the loan 
funds and led REA to impose stop orders long before the present administration 
took office. 

Shortly after Ancher Nelsen became Administrator of REA, representatives 
of the cooperative asked his assistance in developing a solution to the lengthy 
controversy. He recommended to the cooperative that it seek a meeting with 
other power suppliers and explore the possibility of a settlement fair to all. 
This was done, and both sides agreed to cooperate with an independent engineer 
selected by the Administrator. On the basis of this engineering review, RBA 
released loan funds on all facilities then approved by the State commission. 

The negotiations within the State led to an integration and interconnection 
agreement which allowed East Kentucky to proceed with its long-delayed plans. 
This agreement was praised by State officials, cooperative leaders, and utility 
officials as a pattern for better relations between rural electric cooperatives and 
electric companies throughout the country. 

One direct benefit to East Kentucky was a $3 million reduction in its planned 
investment in transmission facilities. Under their agreement East Kentucky 
and Kentucky Utilities were permitted reciprocal use of the other system’s 
transmission lines, so that East Kentucky could eliminate costly duplicate fa- 
cilities. East Kentucky decided to use this saving to step up the capacity of its 
third generating unit from 44,000 kilowatts to 66,000 kilowatts. 

Another benefit to the 19. distribution cooperatives which own East Kentucky 
was a reduction of about 10 percent in the cost of wholesale power. 

In addition to authorizing the increase in capacity of the third unit, this 
administration has approved a loan of $12,351,000 for another 66,000-kilowatt 
steam generating unit and additional transmission facilities. When this is 
added Bast Kentucky will have a generating capacity of 172,000 kilowatts—a 
considerable change from the outlook just 5 years ago. 


REA ELECTRIFICATION PROGRAM 


Loans for generation and transmission increase 


Percent of 
Number Amount of | Numberof| Amount of | total loans 
Calendar generation generation | transmis- transmis- |(generation 
loans loans sion loans | sion loans | and trans- 
| mission 
loans) 
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23, 504, 850 76 24, 066, 340 
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10, 0, 972, 000 | 27 5, 727, 079 


147, 651, 413 
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Sl roar ou 
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Stop Orders and Conditional Agreements.—At this time about $75.5 million is 
involved in stop orders and conditional agreements, Only $3.7 million is under 
stop order. These affect eight systems, and the amounts involved range from 
$20,000 to $1,440,000. Stop orders are placed by REA, with or without borrower 
approval, subsequent to making of the loan because of developments which 
affected the original construction plans or the basic feasibility of the loans. In 
all instances borrowers are fully aware of the reasons for these orders. 





132 AMEND REORGANIZATION PLAN NO. 2 OF 1953 


About $71.8 million is under conditional agreement.. These agreements affect 
47 systems, and the amounts involved range from $16,000 to $10 million. These 
were executed by the borrower and REA at the time of the loan. A conditional 
agreement is a mutual understanding between the borrower and REA and is 
approved by both parties. Conditional agreements benefit many borrowers by 
placing them in a position to plan ahead and make commitments with the as- 
surance that funds for particular projects are available. This, in effect, ad- 
vances the date of loans and expedites system expansion and improvement. As 
rapidly as borrowers furnish evidence of compliance with the conditions, the 
funds involved in both stop orders and conditional agreements are cleared for 
disbursement. 

In no instance has any stop order or conditional agreement been imposed by 
REA at the direction of the Secretary. 

Idle Services.—Idle services are a normal experience of the utility business. 
All REA electrification borrowers have them in varying numbers. There are 
relatively more in some areas due to climatic or economic conditions. For ex- 
ample, in the Southwest the long drought was an important factor. In many 
localities the consolidation of small farms into a single farm unit increased the 
number of idle services. 

Reports by the systems show 355,917 idle services on December 31, 1957, or 
7.4 percent of services in place. This is higher than the 313,193 idle services— 
6.9 percent of total services in place—reported on December 31, 1956. The first 
general report on idle services showed 220,628 as of June 30, 1955, or just under 
5 percent of the total services then in place. 

Idle services are not a factor in the 3 cases of debt delinquency on section 
4 loans reported on March 31, 1958. 

Losses from idle services have been more than offset by substantial increases 
in load and in the increase in the number of consumers. In the last 3 years 
borrowers have added nearly 300,000 consumers to their systems and total 
kilowatt-hour consumption has increased during the 3-year period from 12.7 to 
19.0 billion. 

Borrowers’ net margins and net worth also continue to grow. The number of 
borrowers with deficits in net margin is decreasing. In 1956 there were 49 such 
borrowers compared with 73 in 1955 and 277 in 1950. 

Idle services represent non-revenue-producing investment; they are therefore 
a detriment to any utility. Experience to date indicates that with very few 
exceptions they do not constitute a threat to the successful operaion of REA 
elecrification borrowers. 

Forced integration of cooperative generation and transmission facilities.— 
No loans have been made by REA under Secretary Benson to electric systems 
other than cooperatives and public bodies for generation-transmission facilities, 
nor have cooperatives been pressured to “cut” power companies in on their 
loans. 

Loans for such facilities are made pursuant to an REA policy which has 
been in force since inception of the REA program. This policy provides that 
generation loans be made only where no satisfactory source of power is avail- 
able or where a saving in cost over purchased power can be achieved. In 
accordance with practices commonly followed and proven in the electric power 
industry, borrowers have sometimes found that integration and interconnection 
of their generation and transmission facilities with those of neighboring power 
systems offered good service at lower cost. 

Integration arrangements with private power companies were completed 
and working out satisfactorily in Iowa and the Dakotas long before Secretary 
Benson took office. Since then similar arrangements have been negotiated in 
Kentucky, Colorado, and Kansas. In each case the facilities are owned by the 
REA cooperative borrower; none of the loan funds has been advanced to the 
power companies which were parties to the integration arrangements. Both 
parties to these arrangements have benefited. Unless this were true, the 
arrangements would not, in fact could not, have been made. 

Integration has brought substantial savings in costs and greater service 
reliability as compared with the experience on self-contained systems. Savings 
accrue from reduced investment in facilities, including standby equipment, lower 
operating costs resulting from better utilization of more efficient units and 
cheaper fuel, and reduced demand requirements due to diversity of daily and 
seasonal peaks of rural and other loads. 
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In each case the arrangements have been voluntarily entered into. Neither 
the REA Administrator nor the Secretary forced or tried to force RHA bor- 
rowers into them. The arrangements were approved by REA because they 
represented sound business practice productive of benefits for the rural con- 
sumers with whom the Department is concerned. 

A review of all stop orders and conditional agreements now in force shows 
there is only one loan for generation-transmission facilities which is subject 
to a contract condition that a lease-operating agreement with a private power 
company be executed. This arrangement was voluntarily initiated and nego- 
tiated by the federated cooperative involved and presented as part of its loan 
application. 

There are no applications for generation-transmission facility loans on which 
action is being withheld pending the negotiation of lease-operating agreements 
with private power companies. 

The Arkansas generation and transmission loan.—A loan in the amount of 
$10,588,000 was made to Arkansas Electric Cooperative Corp. on November 25, 
1950, for the construction of generation-transmission facilities. The loan was 
subject to several conditions, including the stipulation that the borrower execute 
a contract with Southwestern Power Administration for the lease of transmis- 
sion facilities and sale and exchange of power for energy from the proposed 
power plant. Agreements meeting this stipulation were executed. 

In August 1951, the Arkansas Public Service Commission, overruling in a split 
decision the objections of intervening interests including two labor organizations, 
issued a certificate of convenience and necessity to the borrower. On appeal the 
Commission’s action was reversed. In February 1953, the Supreme Court of 
Arkansas decided that the agreements between the borrower and Southwestern 
Power Administration were contrary to both Federal and State law. Because 
of this decision, which had the effect of denying a certificate of convenience and 
necessity to the cooperative, funds could not be made available to the coopera- 
tive. Legislation was passed by the Arkansas Legislature in February 1955, 
which was designed to permit the cooperative to enter into an agreement for the 
sale or interchange of surplus power. However, the agreements with South- 
western Power Administration included provisions for their termination if the 
generation and transmission facilities were not completed by January 1, 1955. 
They have accordingly expired by their own terms and are no longer in force. 
Conditions of the REA loan requiring the execution of such agreements are still 
in force and have not been satisfied. 

The borrower has been making engineering studies of alternate plans for 
construction of generation and transmission facilities which would meet the 
long-standing policy requirements of REA. The cooperative has not submitted 
final engineering studies and construction plans which would result in lower 
costs of power to its member cooperatives than that available from other sources 
of supply, thereby satisfying REA policy requirements. 


North Arkansas Electric Cooperative, Inc., Salem, Ark. 


This cooperative serves rural residents in the counties of Izard, Fulton, Bax- 
ter, Sharp, Marion, and Stone. The service territory is in the Ozarks region 
of northern Arkansas, and may be classified as a low-income, marginal agri- 
cultural area. 

The cooperative received its first loan on January 4, 140. Because of de- 
pressed economic conditions then existing, the cooperative was organized on 
a self-help basis, and members contributed labor to assist with certain portions 
of the construction. 

To date the cooperative has received section 4 loans totaling $5,238,562 of 
which $4,629,915 has been advanced. It has paid $424,114 as interest and re- 
paid $553,632 on principal. Because of the lack of local sources of consumer 
financing and the cooperative’s need for load building, REA has approved 
section 5 loans totaling $1,338,000 and advanced all but $100,000 of this to the 
borrower. The cooperative has repaid $675,374 on these section 5 loans and 
made interest payments of $7,273 in addition. 

The borrower is fully current in all debt payments, and has made advance 
payments of $72,777 on its construction loans. 

The construction loans provided for an estimated 2,547 miles of line serving 
9,134 consumers. The April 1958 operating report of the cooperative showed 
that it had connected a total of 9,193 services, of which 2,675 were not in use. 
Most of these idle services are to houses and farms which are not occupied. 
The latest report shows 2,414 miles of line and 6,566 consumers receiving serv- 
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ice. The total of idle services increased by 84 between February 1956 and April 
1958, but the cooperative also reported a gain of 216 active consumers in the 
same period. 

The cooperative has retired a small number of the idle services by removing 
the installations and using some of the material at other locations. The value 
of this material for reuse or salvage does not warrant retirement of all idle 
services. The cooperative also is called upon to restore some of the idle services 
to active status as people move into the vacant dwellings. 

A study of the population trends in Arkansas and the four counties compris- 
ing the bulk of the cooperative’s service territory throws some light on the 
situation. The State showed a 5.1 percent increase in population between 
1930 and 1940 and a loss of 2 percent in the 1940-50 decade. The urban popu- 
lation increased 42.9 percent between 1940 and 1950, but this was more than 
offset by a 14.8 percent loss in rural population. 

Baxter, Fulton, Izard, and Sharp Counties—where most of the cooperative’s 
consumers are located—have been losing population since 1910. The decennial 
census of population showed 48,831 residents in 1910, 46,401 in 1920, 43,940 in 
1930, 44,865 in 1940, and 39,822 in 1950. Only Baxter County has shown a pop- 
ulation growth since 1930, with much of this concentrated in the town of Moun- 
tain Home (served by another utility). 

The long-term pattern of declining population was accelerated by World 
War II when people left the marginal areas to serve in the Armed Forces or 
work in defense plants. Apparently few of these returned after the war. Suc- 
cessive years of drought in the 1950’s also contributed to the idle services 
problem. 

RBA has worked with the cooperative’s directors and management in various 
efforts to improve the borrower’s financial condition. In addition to conduct- 
ing a vigorous sales program, the cooperative found it necessary to increase 
retail rates about 15 percent on December 1, 1957. 

Rural telephone program.—It is REA policy to give equal treatment to all 
telephone applications regardless of type of organization, whether cooperative 
mutual, or commercial. . 

Through December 31, 1957, 205 cooperative-type borrowers received $194 
million in telephone loans, and 371 commercial borrowers received $233 million 
in telephone loans. Funds actually advanced totaled $137 million for coopera- 
tive-type borrowers, and $129 million for commercial companies. 

The telephone loan provisions of the Rural Plectrification Act prohibit loans 
which would result in the duplication of telephone facilities furnishing reason- 
ably adequate service. There are few large expanses of territory today which 
do not have some type of telephone service. It is therefore usually necessary 
for a new borrower to own or acquire the existing facilities in the proposed 
service areas for which loans are sought. 

In the first few years of the telephone program a large number of cooperatives 
were formed to serve completely unserved areas or areas served by acquired 
telephone properties. As the rural telephone program developed, an increasing 
number of existing telephone companies applied for loans to extend and improve 
their systems instead of making them available for purchase as a nucleus for 
new cooperative systems. As a result, loan applications from newly formed 
cooperatives decreased in volume. 

Early in 1957, REA included in the revision of its loan security requirements 
certain provisions which made it easier for cooperatives to meet loan require- 
ments. Following this action, the National Telephone Cooperative Association 
adopted a resolution declaring the new equity requirement to be “entirely 
satisfactory to the telephone cooperatives.” The resolution pledged “cooperation 
and support to the Administration in carrying out this policy.” 


Cost of wholesale power down (all borrowers) 
Per kilowatt- 
hour 


Fiscal year: (cents) 
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Cost of power to all consumers down 


Coat per 
kilowatt-hour 


Calendar year: (cents) 
953. 


Average annual consumption of power per consumer climbs. 


[In kilowatt-hours] 


Calendar year Annual | Monthly 


Number of consumers and miles of line continue to grow (cumulative) 


As of Jan. 1— Consumers | Miles of line 
served energized 


Payments to Government increase 


Increase in Total pay- 
Calendar year Interest Principal advance ments 
: payments 


$22,945,825 | $42,742,293 | $10,025, 059 75, 713, 177 
29, 114, 872 52, 591, 566 16, 151, 436 97, 857, 874 
34, 695, 030 63, 702, 170 110, 981, 688 
38, 468, 250 71, 255, 819 121, 133, 394 
40, 772, 282 74, 259, 131 129, 873, 519 
10, 502, 234 , 898, 5, 193, 878 34, 594, 506 


Advance payments 
$122, 677, 253. 75 
4, 269, 069. 91 


126, 946, 323. 66 
of Jan. 1) 


Net worth up Number of | Amount of 
delinquent | payments in 
Calendar year borrowers arrears 
| Cumulative | As a percent 
amount of assets 


| 
$161, 341, 922 3 ! $718, 399 
193, 103, 222 3. 355, 592 
235, 668, 151 ; : 307, 340 
293, 424, 923 : 417, 183 
365, 672, 752 | 3. 233, 873 
436, 253, 216 ; 5 123, 207 
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Purpose of loans, by calendar year 





Year (excludes improve- | Generation| Transmis- | Consumer | Gross loans 
system im- men sion facilities made 
provements | 
sie mista apatsnieniaminnmes (!) (4) $3, 124, 205 |$20, 773, 461 | $1,748,262 | $144, 649, 861 
WMS oosccs oe eee $90, 180, 885 |$38, 438, 890 | 25, 345, 792 | 14,656,363 | 2'863,000 | 171, 484, 930 
Sl iebiibadddhvinicnkonssaisis 91, 379, 969 | 36, 564,841 | 23, 504,850 | 24,066,340 | 4, 580, 000 180, 096, 000 
ee ee ere 80, 854, 344 | 58, 742, 537 | 43, 528,608 | 32, 631, 925 4, 765, 000 220, 522, 414 
Side taint cities: atptiecia denier 88, 516, 577 | 82, 874, 804 | 70,718,143 | 49,796,245 | 4,570,000 296, 475, 769 
1958 (through Apr. 30)...-| 21, 847,420 | 19,059, 501 | 10, 972, 000 | 5,727,079 | 1,120,000 , 726, 000 
Sen eae 372, 779, 195 238; 680, 573 7, 193, 688 147, 651, 413 | 19. 646, 262 | 1, 071, 954, 974 





uuu not maintained for this year; distribution and system improvement loans, together, totaled 
Sales of power by borrowers climb 





Calendar year Kilowatt-hours Revenues 
ia ers aad adn Ecchi n enrerlicm cen eee on aabebewipahtene Geaansned 11, 804, 174, 000 $362, 977, 101 
DE digdGlavuebauss5 ckadiabwdl andddaptoncudscabucseadcvdes soeebbe aebadee 13, 829, 131, 000 408, 144, 564 
aa ll ee ee at 5e alban walinisnpniinnnoneskateee 15, 738, 772, 000 449, 625, 847 
ith tami Cel deine indieibatimibbnatbnavhabhunheanhanaet: |} 18, 197, 414, 000 491, 184, 729 
Ed, ab edk ed odagesotnacaddonaeaseseenneccccosstehudlbedibbl 19, 653, 562, 000 529, 188, 815 


Funds adwanced by calendar year 
Calendar year: 
1 


I READ idea nk ole alas asks ed seal nual eqeniebendnsiundnertaslandsiirhanentlalon $202, 354, 558 
i a Nines ce cect ah cicive clipes nel dibitdats tiesto ertem delesnseidatb cd 164, 216, 078 
A ea ae ee ee ee a 153, 322, 400 
sis ee cesarean RoNEee 161, 425, 783 
i ics iaisniinguwehasebailncacndsis 212, 903, 424 
CE RET UD aivrtarniet cian atsensocennaanbaneasbeanneniens 64, 395, 163 

Na ah a5 dasa cinachatcchegcsthnverinie dl cesccre baht thinned niin 958, 617, 406 


Mr. Hamu. Can I have some additional time here? We got off on 
some other matters here. I had some matters that I wanted to dis- 
cuss with the members of the committee that I thought should be 
called to your attention. 

Senator Humpurey. I think that is fine. But we have invited 
these witnesses here and they are out-of-town people. I suggest 
tomorrow we follow through according to the schedule announced 
with Mr. Ellis and the other witnesses, and then will you come back 
to us? 

Mr. Hatt. I will be here, Mr. Chairman. 

Senator Humpurey. You will come in tomorrow, too, for a while. 

Mr. Hani. Yes. 

Senator Humpurey. Thank you. Ten o'clock tomorrow, same 
room, same place. 

(Whereupon, at 5 p. m. the hearing was recessed until 10 a. m., 
Friday, June 6, 1958.) 








TO AMEND REORGANIZATION PLAN NO. 2 OF 1953 
(Rural Electrification Administration) 


FRIDAY, JUNE 6, 1958 


Unrrep Srates SENATE, 
SUBCOMMITTEE ON REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
357, Senate Office Building, Senator Hubert H. Humphrey (chair- 
man of the subcommittee) presiding. 

Present: Senators Humphrey (presiding), Lausche, Smith of 
Maine, Martin of Iowa, Capehart, “aa Curtis. 

Staff members present: Walter L. Reynolds, chief clerk; Miles 
Scull, Jr., W. E. O’Brien, professional staff members; and Kathryn 
M. Keeney, clerical assistant. 

Senator Humrpurer. The subcommittee will come to order. 

First of all, I am happy to announce that today is the birthday of 
the distinguished Senator from Indiana, Senator Sonalienr’ 

I have discussed the matter of the testimony this morning with 
Senator Smith and Senator Capehart and both of them feel we 
should accommodate the witnesses who have come to Washington 
from other areas of the country to testify on this matter. 

We have 15 to 20 out-of-town witnesses from the REA co-ops— 
from out in the field, so to speak—and we think they ought to be 
er from at this time. We can hear the Washington witnesses 
ater on. 

First, I understand Congressman William G. Bray, of the Seventh 
District of Indiana, is here. 

Congressman, we welcome you to the subcommittee. As I under- 
stand it, you wish to introduce Mr. Harold W. Eaton? 


STATEMENT OF HON. WILLIAM G. BRAY, A REPRESENTATIVE IN 
CONGRESS FROM THE SEVENTH DISTRICT OF THE STATE OF 
INDIANA 


Mr. Bray. That is correct, sir. 

Senator Humpnrey. Mr. H. W. Eaton is from the Morgan County 
REMC, Martinsville, Ind. ; is that right ? 

Mr. Bray. Right, sir. 

Mr. Eaton is the manager of our Morgan County REMC, the county 
in which my family has lived now for 136 years, so we are quite inter- 
ested in the REMC there. Mr, Eaton has been the manager for the 
last 7 years. 

It has been handled in a manner which not only has the confidence 
and respect of the farmers, but of the businessmen and the entire com- 
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munity. Incidentally, it is the second largest REMC in the State 
of Indiana. 

Senator Humpurey. What do you mean by that? 

Mr. Bray. Rural Electric Membership Corp. That is what we 
call it there. 

Senator Humpnrey. I know these Indianians are rather individ- 
ualistic. 

Mr. Bray. Weare. 

It is the second largest in the State of Indiana in point of mem- 
bership. I believe it is correct that it numbers approximately 1,000 
in membership. 

I meet with the board of directors, who meet every year there to 
discuss their problems, and frankly I know of no one who is better 
qualified to discuss the needs, legislative or otherwise, than is Mr. 
Eaton, who has for 7 years been the local manager. 

Thank you for giving me the opportunity to introduce Mr. Eaton. 

Senator Humpurey. Thank you very much, Congressman Bray. 

As I understand it, we will hear from Mr. Eaton later. We are 
delighted you took time to present your constituent. 

Mr. Bray. Thank you, sir. 

Senator Humepnurey. Is Congressman Wayne L. Hays of Ohio in 
the room as yet ? 

I understand he wanted to present to the subcommittee, Mr. Howard 
Cummins, of Ohio. 

We will go ahead with our witness list. 

We have as our first witness Congressman Moulder, of Missouri, 
who asked to be heard yesterday. 

You were very kind to accommodate us and we want you to proceed 
now. 


STATEMENT OF HON. MORGAN M. MOULDER, A REPRESENTATIVE 
IN CONGRESS FROM THE 11TH DISTRICT OF THE STATE OF 
MISSOURI 


Mr. Movutper. Thank you, Mr. Chairman. 

It is a distinct pleasure to come before this subcommittee and express 
my support of the legislation you are considering. 

I greatly appreciate the courtesy of the subcommittee in allowing 
me to express my views. 

I am in favor of this bill, S. 2990. In my opinion, it will go far 
toward correcting a situation that has caused me great concern. 

Mr. Chairman, I have always been a booster of the rural electrifica- 
tion program. I supported the program before I came to Congress, 
and I have done everything I could for it since I have been here. I 
know what the program has meant to the rural people of Missouri, 
and to rural people everywhere. 

Since the day it was born, back in 1936, the REA has been a success- 
ful program. The people out in the country now have electricity, 
and all the wonderful things electricity makes possible. The rural 
electric cooperatives have been well managed, and they have a fan- 
tastic record in repaying their loans with interest. 

I am not quite sure how all this has been possible when we think 
about all the twisted, vicious attacks some selfish groups have made 
ov. the program, but the good has somehow been accomplished. We 
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had a principle and objective which was sound, and, fortunately, we 
have had the dedicated people to fight for the principle. 

I say these things, Mtr. Chairman, because in the’ past few years 
things have been happening in the rural electrification field which 

reatly disturb me. There is a feeling of unrest and. apprehension 
in the field among the people who have worked so long and hard for 
this program. I am sure the members of the subcommittee have 
sensed this just as I have. 

I have questioned many of these people closely to try to find out 
just what is wrong. And from my investigations, I am sure that the 
trouble traces directly to the administration. The folks do not have 
confidence in the administration on rural electrification matters. 
They think the administration is basically unsympathetic to the pro- 
gram, and I think they are right. 

This unfriendly feeling shows up in many places and in many ways. 
Look at the legislation the administration has pending in Congress 
right now. It would double or triple the interest rate on REA loans; 
it — send the rural electric systems to Wall Street to try to find 
funds. 

A few years back we had the Hoover Commission report, and Dixon 
Yates. 

Right now we have these top orders on generation and transmis- 
sion loans, and an announced policy of no new starts on Federal dams. 
The list goes on and on. 

Aside from these ere things, Mr. Chairman, is this question of 
basic philosophy. This administration just does not think in terms 
of advancing and strengthening programs like rural electrification. 
Instead, it thinks of ways to weaken these programs, to destroy their 
prestige and integrity. 

Striking evidence of this sort of thing is the change the Secretary 
of Agriculture has made in the REA. 

What is this business of requiring Department approval of loans 
over $500,000 ? 

Why should the Secretary, or one of his appointees, want to rule 
on those loans ? 

The people in the REA are thoroughly capable of determining 
whether or not a loan application meets the tests of feasibility. 

Since the Secretary did not bother to tell Congress about this 
change or why he was making it, all we can do is guess about what is 
going on. I personally do not think it is very hard to guess on this 
one, “Mr. Chairman. I think the Secretary and the administration 
want to choke off REA loans for generation and transmission sys- 
tems. I am convinced that any decision the administration makes 
on those loans will be a political or a philosophical decision. It 
has to be that. Why else would they grab up those loan applica- 
tions? If the loans were going to be made on a basis of feasibility, 
there would be no reason for them to go outside the REA. The 
people there know whether the applications meet loan standards or 
not. 

The REA generation and transmission program is vitally impor- 
tant to the rural electric systems in Missouri. I for one do not want 
the fate of that program decided by any financial or political 
overlord. 

27304—58——10 
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This sort of thing is exactly what many Members of Congress were 
fearful of when this reorganization plan was being discussed back in 
1953. Many Members of the House went along with the plan only 
because they were given repeated assurances that Congress would 
be consulted before any major changes were made. 

I personally was against and voted against the scheme then, and I 
am sure against it now. 

I can cite you chapter and verse on that from the record of the hear- 
ings, Mr. Obainnen. Mr. Benson himself said over and over that 
Congress and other interested parties would be consulted before 
changes were made. 

I understand he does not consider this downgrading of the REA 
Administrator to be a major change. Well, I think it is an extremely 
important change, and so do the rural electric people—and certainly 
they are “interested parties.” 

Mr. Benson may have managed to stay within the strict letter of 
the law to order this change, Avan am not sure about that. 

I do know that he has violated the spirit of the law and the spirit 
of his testimony at the 1953 hearings. 

Of course the secrecy that has surrounded this mysterious move 
prevents us from knowing exactly what is going on. We learned 
of it in a roundabout way and we do not know what else may be 
happening that nobody has bothered to tell us about. 

For example, I would like to know who it was in the Department 
or the administration that cooked up this Wall Street loan scheme 
the rural electric systems are so upset about. Plenty of others, in- 
cluding myself, are upset, too. 

At the House Appropriations Committee hearings this year a 
Department witness said that proposal did not originate at REA, 
but was passed down to REA from somewhere else. 

Now what is going on, Mr. Chairman? I only hope we can find 
out, and that you can find out in the course of these hearings. 

I fully support the bill you have before you. I think it will re- 
move temptation from the political appointees in the Department 
and in the administration. 

If this bill passes, perhaps REA can once again begin to function 
as the Congress always intended for it to function. ‘And most cer- 
tainly the people look to and depend upon Congress to exercise its 
constitutional authority on matters so important to the people as 
the Humphrey-Price bill. 

Again I wish to thank the chairman. 

Senator Huwpnrey. Thank you very much, Mr. Moulder. 

Senator Smith, do you have any questions? 

Senator SmirH. No questions. 

Senator Humpnrey. Senator Martin? 

Senator Martin. No. 

Senator Humpnurey. Senator Capehart? 

Senator Caprnart. Yes. I would like to take exception 100 percent 
to your statement. I do not think it is factual. I do not think it 
is based upon the facts. I do not think it is based upon the testimony 
we had here yesterday. 

I think it is strictly a hundred percent political. 

For example, you make the statement that it would double or 
triple the interest rate in REA loans which is absolutely an untruth- 
ful statement. It could not possibly double or triple the rate. 
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I ee you have reference to the bill (S. 2427) I introduced in 
which we asked that the Government, in loaning money to govern- 
mental institutions, receive the same interest rate as they paid for the 
money they borrowed, which means that REA at the moment is paying 
2 percent. 

If the time ever came when the Government was able to borrow 
money for less than 2 percent, then REA would be charged less than 
2 percent or less than it is paying now and I think that is the best proof 
that your statement is 100 percent political, and that you do not under- 
stand the legislation before us. 

I think I have a right to say what I am saying because, in your state- 
ment, you certainly talk very frankly about Mr. Benson, Mr. Eisen- 
hower, and the administration. 

Therefore, I think I am entitled to refute what you have to say. 
I do not think that you, or anyone else, can prove by facts or the action 
of Mr. Benson, the Administrator or anyone else, that what you said 
here is anything but political. 

I call your attention to this one fact: If what you complain about is 
a fact, and I do not think it is, then you and I and every other Member 
of this Congress are responsible for it, because we gave the Depart- 
ment of Agriculture aa the Secretary of Agriculture full and com- 


plete authority and responsibility over REA. Maybe we made a 
mistake in doing it. I am not going to argue that point because, per- 
sonally, I do not care whether it is in the hands of the Department of 
Agriculture or an independent agency. 

do not think I have any fixed views on it at all, but I do not like 


to see the administration and Mr. Benson or anyone else convicted here 
for a mistake that the Congress itself may have made because we did 
give Mr. Benson, as Secretary of Agriculture, complete authority over 
REA. 

Now, since he has complete authority, he has a right to have any- 
body that he wants limit the loans; he has a hundred percent right to 
run it any way he sees fit. 

If we do not like the Department of Agriculture running REA, we 
ought to take it out of their hands. That is the purpose of these hear- 
ings, but they are developing into a smear against Mr. Benson and this 
administration, and I do not like it. 

, ae have a right to say what you did. I have a right to say what 
id. 

Now we have both had our say and it is my birthday, so I am going 
to keep still. 

Senator Humrurey. Congressman Moulder, do you care to make a 
rejoinder ? 

Mr. Moutper. In this respect, Mr. Chairman, thank you. 

First, I believe the Senator’s remarks prove what I have said to be 
true and most certainly they are not untrue. My statement is based 
upon events in the past, and events which I believe, in my opinion, will 
occur in the future. 

I did not vote or support the power and authority which you say 
Secretary Benson possesses in control of the REA. 

Senator Carenart. Well, the Congress passed it. 

Mr. Movutper. I say I opposed that. 

Senator Capenart. I think you did. 
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Senator Humrurey.. I would only add for the edification of my col- 
leagues here that 8. 2427, whichis the interest rate bill, not the bill 
relating to the REA, would make possible at least double interest and 
I think my friend from Indiana would have to agree to that because 
the interest rate is presently 2 percent. I doubt that if you added 
administrative costs plus a portion for contemplated losses under the 
present borrowing rate of the Federal Government, I doubt that you 
would have any money for less than 4 percent. 

Mr. Moutper. That is the bill I was referring to in my remarks. 

Senator Carenart. Under existing conditions. He said 2 to 3 per- 
cent. 

Senator Humpurey. He said 2 to 3 times. I said if he limited it to 
two it might be closer. 

Senator Carenart. REA is not mentioned in the bill at all. 

Senator Humpurey. The next witness is Congressman Charles H. 
Brown, of Missouri. Would you like to be heard ? 
Mr. Brown. I would, Mr. Chairman. 
Senator Humeurey. Goright ahead, sir. 
Mr. Brown. Thank you, sir. 





































STATEMENT OF HON. CHARLES H. BROWN, A REPRESENTATIVE 
IN CONGRESS FROM THE SEVENTH DISTRICT OF THE STATE OF 
MISSOURI 






Mr. Brown. Mr. Chairman, I thank this subcommittee very much 
for this opportunity and I want to congratulate the chairman for 
sponsoring this constructive measure. 

I think the bill, itself, and the penetrating remarks about it which 
the chairman has made on the floor of the Senate have opened the eyes 
of many Members of Congress as to what is really going on these days 
in the vital rural electrification program. 

I support this bill very strongly. I urge this subcommittee and 
the Congress .to pass this bill in all haste because, Mr. Chairman, I 
feel very deeply that any board, agency, or administrator in Govern- 
ment charged with the responsibility of making loans should be free 
and independent of political control or veto by a Cabinet member. 
Congressional appropriation power is sufficient political supervision, 
in my opinion. 

To subject loans to political approval by a Cabinet member, is to 
invite abuse. A Cabinet member 1s a political — In a given 
4-year period you might get one who is completely out of sympathy 
with the agency’s purpose and operation. If so, he could scuttle or 
strangle it S disapproving loans unjustifiably. 

Conversely, the Cabinet member in another period could be over- 
zealous and want to extend the agency’s functions far afield from 
- original purpose; and he might approve excessive loans unjusti- 
fiably. 

Or, which is more apt to happen through prejudice and favoritism— 
and all Cabinet members are no more than human—the Cabinet mem- 
ber could grant some loans, and deny others, and thereby abuse his 
authority. 

As a matter of principle, it is a mistake to superimpose a Cabinet 
member or a combination of Cabinet members over and above any 
loan-making agency. 
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Mr. Chairman, I submit that I am not alone in that belief. Re- 
cently, the Small Business Committee of the House—of which I am 
a member—held extensive hearings on equity capital and long-term 
loans for small business. 

In April we were in the process of formulating a bill to submit to 
the Congress creating capital banks, and we were getting counsel 
of the members of the Board of Governors of the Federal Reserve 
System. 

"One of the bills provided a loan policy committee at the top of 
the organization structure, comprised of the Secretary of the Treasury 
and the Secretary of Commerce as two of three ex officio members. 

Gov. James K. Vardemann opposed this idea vehemently, stating 
in part—and I quote the printed transcript of the hearings: 

* * * the biggest objection to them (meaning the Secretary of the Treasury 
and the Secretary of Commerce) is that they are partisan national political 
creatures. They are appointed by the President, as his Cabinet, and as such 
they are going to follow the party line as dictated by the President * * *. 

Governor Vardemann pleaded for an independent policy board, 
subject only to congressional appropriation control. And quoting the 
Governor further in the hearings: 

* * * Once you put the men on this Board, they should be free of political 
and economic domination from any individual group, or party or anybody else 
during their term of office * * *. 

Now I suggest that we have a parallel case in the REA. It isa 
Federal lending agency. It exists for the express purpose of making 
loans to further rural electrification. 

The approval of these loans is the function of the REA Adminis- 
trator and his large and capable staff. 

The decision as to whether or not a loan should be made is sup- 
posed to depend, as I understand it, on the merits of each case. it 
a loan applicant qualifies for a loan, and if the REA Administrator 
finds the loan is feasible from an economic and engineering stand- 
point, in my opinion that loan is supposed to be in order. 

The loan is not supposed to pass any sort of political or fen ot 
ical test imposed by any member of the President’s Cabmet. The 
peoples’ Congress can apply ample philosophical and political tests 
and policy control through the power of appropriations, in my judg- 
ment. 

Yet, we find that without the knowledge of Congress, the Secretary 
of Agriculture directed that applications for loans over $500,000 be 
sent to his office for approval. This gave the Secretary a veto power 
over some 80 percent of the loans, dollarwise, made by the REA last 
year, if the figures that I have received are correct. 

I was not here when the Reorganization Act of 1953 was passed, 
and I can speak with no authority on what the intentions of the 
Congress were when that act was passed. 

T have talked extensively to some Members who were here when that 
was passed, and they feel strongly that they did not understand that 
Congress intended for the Secretary of Agriculture to have veto 
power over REA loans. 

Now the Secretary can split hairs on this thing if he wants to. He 
can insist that there has been no technical change in the official charts 
which show who does what. He can even go on with this myth about 
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the REA Administrator still having final authority on loans, but 
there is a guillotine that hangs over any Administrator’s head, over 
any agency or commission’s head, that is subject to political control 
or veto power by a member of the Cabinet. 

I am sure in my own mind that Congress could not have understood 
when it passed this bill, that the Secretary of Agriculture should 
have any effective control over REA loans. 

Now, even if they did, if such a setup were intended in 1953, it 
should be changed in 1958. 

No Secretary of Agriculture should have review authority or veto 
power over any REA loan—$5,000 or $500,000. It is bad for rural 
electrification, in my judgment, and I know the rural electrification 
folks in my district think it is bad. The effect of the Secretary’s 
action is to cast a political shadow over the loan procedure where there 
was none before. 

I think this bill will eliminate that shadow. I think it will restore 
the faith and confidence of rural people in the loan procedures of 
the REA. 

It will restore the independent nonpartisan stature which Congress 
intended REA to have, which I feel it should have, and which I am 
convinced it must have to continue in the future. 

I am proud to support this measure, Mr. Chairman. I sincerely 
hope it will receive the favorable consideration of this subcommittee 
and the Congress. 

Senator Humpurey. Congressman Brown, I want to thank you 
very much for a candid, well-documented, and informative statement. 

In my mind it is one of the best that I have heard on this subject. 

Mr. Brown. Thank you, Mr. Chairman. 

Senator Humpnrey. Senator Martin? 

Senator Martin. The only comment I have to make is that I cannot 
agree with you that Congress did not know what it was doing when 
it passed that measure. 

{r. Brown. I respect your judgment on that. 

Senator Martrn. It is the opinion of a fellow who has been here 
quite awhile. 

Mr. Brown. I respect. your judgment on that, sir, because I was 
not here. But I say whether they intended it or not, I think it is 
time to have it corrected. 

Senator Martin. Would you remove your preliminary statement of 
inability to understand what we were doing ? 

Mr. Brown. Sir? 

Senator Martin. Would you remove the preliminary statement ? 

Mr. Brown. Yes; I will correct it, if 1 have said something that 
impugns anyone or—— 

Senator Marrtn. I cannot imagine a Congressman voting on that 
and not knowing what was in it. 

Mr. Brown. I do not believe I implied that, Senator, at all. If I 
did, I will retract it, but what I meant was that sometimes we vote on 
things and do not realize what future developments will bring in the 
way of interpretation. 

Sennen Martin. Those of us in the REA area are very much inter- 
ested in what was in that legislation at the time it was going through 
Congress. We had reason to examine it very carefully. I understood 
very clearly what was intended. 
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Mr. Brown. Iam sure you did, sir. 

Senator Martin. I do not think I made any mistake on it. I just did 
not want to be indicted on a blanket indictment that Congress did not 
know what it was doing. 

Mr. Brown. I do not want to indict anybody. 

Senator Martin. If we are to be indicted on that we are not in posi- 
tion to qualify in your appeal to put the policy direction under Con- 


Mr. Brown. Senator, I submit we learn every day and that we all 
should be in a better position in 1958 to make judgment on these things 
after 5 years of experience. 

Senator Martin. Yes; we have had a little experience in this field. 
I think we are well-qualified to sit in judgment on policymaking in the 
field of REA, and I believe we will do a right fair thing for REA. 

Mr. Brown. I am sure this Congress will. 

Senator Martin. I do not want to move into this picture under a 
shadow that we were incompetent or indifferent to what we did in 1953. 

Mr. Brown. I do not cae it is a shadow becaause the Congress 
is preparing to pass a defense reorganization bill correcting some mis- 
takes that were made in the original defense reorganization bill. 

After all, sir, all decisions are not final among men, and this is a 
Government of laws and men, and changing conditions demand chang- 
ing judgments. 

Tenater Martin. Can we keep this proceeding here on that level? 
This is a Government of law. 

Mr. Brown. I, for one, want to keep it on the highest possible non- 
partisan level, and I feel that I tried to do that in my statement. 


Senator Humpnrey. I might add, Congressman Brown, that the 
concern you had for what might happen in the future was ——— 


at length before this subcommittee in 1953 by, among others, Senator 
Russell, of Georgia, who warned that exactly what has happened today 
would take place. Frankly, I think he had prophetic vision. We 
interrogated the Secretary about it. It was on that basis that he 
assured us if anything whatsoever of any consequence was to be done 
with REA that he would come before this committee and before the 
other appropriate committees of Congress, such as Agriculture and 
Appropriations, before it was done. He also stated that he would 
discuss and consult with the farm organizations before anything was 
done. 

So we were not unaware that something might be done, to REA, but 
the Secretary assured us that he would not be in to see us first. 

All I can say for the record is that I was unable to get in touch with 
him for 52 consecutive days last year when I wanted to try to find out 
what he had done. 

That is a matter of record and no one can contradict it in any 
manner, shape, or form. 

Mr. Brown. Might I add, Mr. Chairman, that my statement still 
stands. I was not here in 1953. 

Senator Humpnrey. I was here for every day of the hearings, and 
I know exactly what was said—what was promised—and what was 
agreed upon. 

Mr. Brown. I respect the distinguished chairman tremendously and 
profoundly. 
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Senator Lauscue. Mr. Brown, you, I assume, have examined the 
language of the Reorganization Act of 1953. 

Mr. Brown. I read it; yes, sir. 

Senator Lauscne. You have no doubt but that full power was 
given to the Secretary of Agriculture in the matter of the operation 
of the REA? 

Mr. Brown. As I interpreted that, sir, it was a matter of adminis- 
trative expediency and administrative charting for the personnel and 
so forth. 

Senator Lausoue. Thisis the language: 

Transfer of functions to the Secretary. (a) Subject to the exceptions specified 
in subsection (b) of this section there are hereby transferred to the Secretary 
of Agriculture all functions not now vested in him of all other officers, and of 
all agencies and employees, of the Department of Agriculture. 

Mr. Brown. Yes, sir. 

Senator Lauscue. You take the position that, if this language means 
what some think it to mean, it ought to be changed ? 

Mr. Brown. Yes, sir. 

Senator Lavcsur. Do you have any doubt, based upon what I have 
read to you, that all functions not now vested in him of all other officers 
and of all agencies and employees of the Department of Agriculture 
are transferred to the Secretary of Agriculture? 

Mr. Brown. Sir, as I have stated, the Members with whom I have 
talked, who were present when that was enacted, and the hearings 
that were held and the debates that were held, were subject to various 
interpretations apparently. 

To me it is not important what the Congress intended or did in 1953. 
What is important, in my judgment, is what we do from here on. 

Senator Lauscue. All right. 

But, based upon this language, do you have any doubt but that all 
functions of all employees and officers of the Department of Agri- 
culture were transferred to the Secretary of Agriculture? 

Mr. Brown. In that particular language they were. But in the 
hearings the Secretary himself effectively amended it. 

Senator Lauscue. I have been on the bench and I know that when 
ro interpret a statute, if the language is clear you must accept the 

anguage as written and not by the statement of someone who said that 
was not intended. 

If the language is ambiguous and doubtful, you can search for illu- 
minating circumstances to establish the purpose, but when it is clear 
that is not the situation. 

Your position, as I understand it, first, based upon what was sup- 
posed to have been said in the hearings, you feel this language ought 
not to be considered as final, and secondly, if it is final, you think that, 
from an administrative standpoint, it is improper and ought to put the 
Administrator of Rural Electrification, rural telephones in an autono- 
mous, independent, nonpolitical position. 
Mr. Brown. Yes, sir. 

Senator Lauscue. All right. 

Thank you. 

Senator Capenart. Mr. Chairman. 
Senator Humpurey. Senator Capehart. 
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Senator Carrnart. Let me say again that I am openminded at the 
moment as to whether this agency ought to be in the Department of 
Agriculture or be an independent agency. 

ut I want to ask you this question: Do you have any evidence 
whatsoever that because of Mr. Benson and his administration of this 
agency, which was turned over to him by an act of Congress—he was 
made a hundred percent responsible for it—loans have been delayed 
or there has been any interference in the operation of REA ? 

Mr. Brown. I have not looked at any evidence of that kind be- 
cause to me if the power exists the potential is there, and I want.to 
remove the potential. 

Senator Carenart. But you have at the moment no evidence? 

The reason I ask that question is that you and.others here, Con- 
gressman Moulder and Mr. Ellis, have impugned the motives of Mr. 
Benson and many others, including the President. of the United States. 
— Ellis went so far as to-say there was a master plan to destroy 

Mr. Brown. I did not impugn 

Senator Cargenartr. My question is, Do you have any evidence? -So 
far we have not found evidence that any loan was held up. 

All the evidence is to the contrary—that under Mr. Benson in the 
last 5 years REA has expanded in every direction with more loans, 
more lines, more power, more money made. 

I can well understand that you fear maybe something might hap- 
Sm in the future but what I am trying to find out at the moment 1s, 

o you have any evidence of any single loan that was denied ? 

Mr. Brown. Senator, let me say first, I did not impugn the Presi- 
dent of the United States or Secretary Benson. I did not mention 
his name. 

Senator Carenarr. I did not intend to say that you did. I said 
others did. 

Mr. Brown. No, secondly 

Senator Carrnart. There is no question about what Mr. Ellis said 
in his statement. 

Mr. Brown. In my statement I have talked on the principle that 
when the potential power exists it can and will be exercised some- 
where along the line by someone. To me it is unimportant whether 
the Secretary has strangled it or overexpanded it at this point. 

I think that the committee can, and I respectfully suggest that it 
does, find ample evidence as to what has happened in the first year 
of this political control and veto power. 

There will be plenty of witnesses who are living with it every day 
who can give you the facts, I am sure. 

Senator Carenart. We asked for it yesterday. 

We invited anybody who has any evidence on delay in making loans 
or refusal to make loans to come before the committee, and so state. 
I think that is all, Mr. Chairman. . 

Senator Humenrey. As I understand it, Congressman Brown, you 
did not refer in terms of personalities to the President of the United 
States, to the present Secretary of Agriculture, or to the present Ad- 
ministrator of REA. 

You were addressing yourself to the administrative principles in- 
volved and the Government institution and the Government estab- 
lishment. 
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It is obvious from your testimony that you do not believe that a 
loan agency should be under the political domination of a politically 
appointed officer, whether the power has been exercised or not. 

e fact is that the power rests there. This is what the chairman 
was attempting to find out yesterday from Mr. Scott and Mr. Hamil 
and the Secretary, when he tried to find out just what was the nature 
of the directive that was given by the Secretary to Mr. Scott who, in 
turn, gave the directive to Mr. Hamil. 

I surmised for a while it was just sort of a friendly little visit. It 
was verbal, oral, unwritten and there is still no evidence, mind you, 
as to what the directive really was. It is something like in the days 
before men knew how to write, they passed down these stories by 
= and they became legendary and, eventually, they were accepted 
as fact. 

This is the way we have learned a great deal about our forebears. 

But this is not the way modern government is carried on. Even, 
may I say, the quality of glue on postage stamps is a matter of official 
written Government order. 

Senator Carenart. Isn’t it a fact that the REA Administrator is 
always appointed by the President of the United States? 

Mr. Brown. I thought I made it clear but I would like to expound 
on that point for a moment. 

An appointee to a commission or an agency or a board, whose term 
is not concurrent with the President of the United States is in a better 
position to be a technical administrator, in my opinion. 

Would the Senator concur ? 

Senator Careuart. I think there is merit in that statement but I 
do not think you eliminate him from politics. 

Mr. Brown. Certainly not, and in a government of laws and men 
you cannot eliminate the politics and no one wants to. But if an 
appointee has the independence of tenure and is not subject to political 
control or veto by an official who has no permanence of tenure, then 
I think you get a better technical job done. I would not just put them 
in charge and leave them without any control whatsoever, we do not 
do that in our Government. 

The appropriation power, the power of the purse strings, is the 
greatest power there is, and if Congress does its job and has the 
technical staffs that Congress must mad shall have, we can keep pretty 
good track of what is going on in REA through the power of appro- 

riation. 

a Senator Humpnurey. I would like to call to the attention of the wit- 
ness and the subcommittee pages 149, 150, 151, of the hearings of the 
Reorganization Plan of 1953, before the Senate Committee on Gov- 
ernment Operations, May 12, 13, 18, 1953, which relate to the provi- 
sion of delegation of functions under Reorganization Plan No.2. The 
Secretary of Agriculture went to great length on his own volition and 
without interrogation to state as follows: 

The authority provided in the present plan for redistribution of functions is 
subject to express qualifications. The first qualification provides to the extent 
deemed practicable by the Secretary for public notice and opportunity for inter- 
ested persons and groups to present their views with respect to any major 


changes in the assignment of functions which may be made pursuant to the 
authority conferred by the plan. 
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In discussing this matter we have repeatedly stated it is our intention to 
consult with Members of Congress, the farm organizations, and interested groups. 
We do not expect to make any major changes in organization without full con- 
sultation and advice. 

Then he went on to document that even further. 

The only question at issue, it seems to me, is whether, when the 
Secretary notifies the Director of Agricultural Credit Services that 
he is to review all REA new borrowers’ loan applications, and all 
REA loans above $500,000 whether that is a major change in respon- 
sibility. 

I subenit that since nothing like that had existed before, and since 
the Secretary under the Reorganization Act of 1939 did have general 
supervision and direction of REA, as the Secretary testified yester- 
day, it was a major ar i 

Whether it was a good change or a bad change—that is a matter of 
personal view. But the truth is that without being asked in order to 
eliminate any concern over what the Department might do, the Secre- 
tary said that any major change would be a matter of public notice, 
discussion, information, both with the Congress and all interested 

arties. 

r Now that is the issue. I want to say I am willing to accept that 
Secretary Benson would never do anything wrong. 

But what about that next Secretary who will come in after 1960? 
I can hear some people thinking about that already. 

As Senator Russell points out in these hearings, he was very in- 
trigued that the very arguments that he was using in 1953 were used 
on the first reorganization plan in 1950, only some of the folks that 
used them in 1950 did not use them in 1953. 

Senator Russell’s statement is, I think, rather interesting. He said: 

There is a pig in a poke aspect to this proposal which I deplore very strongly, 
because we are simply being asked to buy a bill of goods without having any 
idea what we will get. 

The Secretary knew within 2 days what he wanted to do with the powers he 
had but now he has been in office for more than 4 months, and still will not tell 
the committee what he proposes to do with the authority he is seeking under 
this unbridled and unlimited grant of power and delegation of legislative re- 
sponsibilities. 

Mr. Brown. Senator, may I add 

Senator Humpurey. I want to repeat I supported plan No. 2 of 
1953 in committee, as the record will show, after the assurances by 
Mr. Benson were given—but I regret to say, that from my point of 
view, a major change has taken place. 

That is the only reason the bill we are discussing today was 
introduced. 

I am not accusing anybody of denying loans. I have never made 
that accusation. 

I am not accusing anyone of inept administration. Nor am I 
saying that REA is not doing a good job. I am simply saying that 
in testifying before this subcommittee, the Secretary of Agriculture 
stated it was his intention to testify, to inform us, to give public 
notice, and to consult with the interested group at any time any sig- 
nificant or major change was made in functions or responsibilities 
of REA. Yet, Mr. Ellis testified that he had been unable to get 
an appointment with the Secretary of Agriculture in 5 years. 

I believe that is an accurate statement of his testimony. 
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Mr. Brown. Senator, if I might add as a fresh viewpoint coming 
into the Congress, I repeat, it appears to me that an ambiguous, con- 
fused job was done by the Congress in 1953. 

There is no better time than now to correct the ambiguity and 
clear up the confusion; and, in my judgment, we will be on safer 
ground if we remove any possibility of political control of veto. 

Senator Humenrey. Thank you very much, Congressman. 

Mr. Brown. Thank you, sir. 

Senator Humpnrey. Senator William Proxmire. 


STATEMENT OF HON. WILLIAM PROXMIRE, UNITED STATES 
SENATOR FROM THE STATE OF WISCONSIN 


Senator Proxmrme. Mr. Chairman, I have a brief statement that 
will not take more than 2 minutes. 

I want to thank you for the opportunity to appear. 

I enthusiastically support the Humphrey-Price bill. 

Congress recognized the importance of keeping REA independent 
and free of political control when it passed the REA Act of 1936. 
It provided that the Administrator must keep his activities com- 
pletely clear of politics and that he should be appointed for a 10- 
year term, subject to confirmation by the Senate. The intent of 
Congress to keep this important program independent of political 
and partisan considerations is clear. 

The Secretary of Agriculture has now asserted the right to review 
REA loans and other decisions of the Administrator. 

Senator Lausche, I think, is completely correct in his assertion of 
the technical right, clear right, of the Secretary to review REA loans 
and make other decisions. 

However, I think that Senator Humphrey has made it very clear, 
that that right was granted subject to consultation by the Secretary 
of Agriculture not only with the Congress but with other independent 
parties and.I think his failure to consult makes the original intent 
of Congress nothing but a dead letter. 

Furthermore, I think it converts the Rural Electrification Admin- 
istration into just one more agency in the Department, fully subject 
to the partisan interests of the administration in power. 

David Hamil, the present Administrator, has demonstrated a qual- 
ity of rugged independence in seeking to carry out the spirit as well 
as the letter of the REA Act. Although he is a Republican and I 
am a Democrat, I am glad to recognize his sincerity in wanting to 
carry out the REA program in a completely fair and nonpolitical 
manner. 

I strongly urge the enactment of legislation to establish clearly the 
independence of the Rural Electrification Administration, and to 
remove it from the reach of transient partisan political influences, 
and I might say we just have had a natural disaster up in north- 
western Wisconsin which has killed some 30 people and injured several 
hundred more. It has destroyed a great deal of property, including, 
I understand, some very important REA’s, 

So it is of immense, immediate, and urgent importance to us that 
this be handled in a expeditious and nonpolitical manner and I think 
the present act will, to some extent, permit that. 
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Thank you, Mr. Chairman, for this opportunity to appear. 

Senator Humpnrey. Senator Lausche? 

Senator Lauscue. No questions. 

Senator Humpurey. Senator Martin? 

Senator Capehart ? 

Thank you very much, Senator Proxmire. We are very apprecia- 
tive of your taking time to come here and give us your views. 

Congressman Fred Schwengel, a Representative in Congress from 
the First District of the State of Iowa is with us today. I understand 
you want to make a statement on behalf of Mr. Fair. 


STATEMENT OF HON. FRED SCHWENGEL, A REPRESENTATIVE IN 
CONGRESS FROM THE FIRST DISTRICT OF THE STATE OF IOWA 


Mr. Scuwencev. Mr. Chairman and members of the subcommittee, I 
see in this subcommittee a distinguished gentleman from Iowa who 
knows these people as well, or maybe better than I do, the junior Sen- 
ator from Iowa, Senator Martin, and he may have a statement or 
observation to make about them. 

I should like to say, Mr. Chairman, that I am in substantial agree- 
ment with the position that will be presented by Mr. E. E. Fair, who 
is the manager of Eastern Iowa Light & Power Cooperative, Wil- 
ton Junction, Iowa. I would like the record to show also that the 


president, Mr. R. E. Hill, is with Mr. Fair here today to add his per- 
sonal testimony to the remarks that Mr. Fair will make, and also 
sawing is one of the members of the board of directors, Mr. Glenn 


chepers. 

This concludes my remarks and I take great pleasure in presenting 
one of the outstanding managers of REA in all of these United States, 
one who has a very fine record, and is highly respected, not only by the 
people in REA but by the people in the industry generally, and so, at 
this time, I am happy to present Mr. E. E. Fair, who will present his 
testimony to the subcommittee on this subject. 

Senator Humeurey. The very first name on the witness list is Mr. 
Fair. We are very grateful for you coming over here and introduc- 
ing him. Senator Martin has been championing the Iowa contingent 
all day long. 

Senator Martin. Mr. Chairman, I would like to add my admiration 
of Congressman Schwengel. 

Senator Humpurey. He isa very fine man. 

Senator Martin. He is my successor in the House of Representatives. 

Senator Humpurey. In discussing the matter of witnesses with Sen- 
ator Capehart yesterday, I assured him that we would have Mr. Ellis 
back for Senator Capehart to interrogate him. The Senator has 
kindly suggested that we might have the out-of-town witnesses testify 
first because some have to leave Washington rather quickly. We can 
always talk to our Washington witnesses a little later. 

Mr. Fair, you may proceed in your own way, sir. 

Senator Martin. May I add before he starts, Mr. Fair has had un- 
usual success in REA. He has built up a very, very wonderful organi- 
zation and they have rendered real service to a lot of farmers in Iowa, 
and we are very proud of his achievement. 

Senator Humpurey. We welcome you to the subcommittee. 

Mr. Farr. Thank you. 
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STATEMENT OF F. E. FAIR, GENERAL MANAGER, EASTERN IOWA 
LIGHT & POWER COOPERATIVE, WILTON JUNCTION, IOWA 


Mr. Farr. Mr. Chairman and gentlemen of the subcommittee, as 
stated by Congressman Schwengel, my name is F. E. Fair and I am 
general manager of Eastern Iowa Light & Power Cooperative, with 
headquarters at Wilton Junction, Iowa. 

I am here on behalf of the REA-financed cooperatives of our State 
and region, who are convinced that we need in the Rural Electrifica- 
tion Administration a fast-moving organization, free of partisan 
politics, and able to expedite consideration and approval of matters 
vital to these cooperatives. 

The Administrator should be able to do this without political 
a and in accordance with the letter and spirit of the act. I 

elieve that the bill under consideration will accomplish these pur- 

oses. 
. We in Iowa feel that we are representative of REA-financed co- 
operatives in the Midwest. Our particular cooperative, located in 
parts of 9 counties in eastern Iowa, serves some 10,620 members. 
Of this number 10,468 may be classified as farm operations and rural 
residences. One hundred and seventy-three are small stores, filling 
stations, and the like, and our two largest accounts are nicrowave relay 
installations of the American Telephone & Telegraph Co. 

It is evident from these figures that our membership is predomi- 
nately rural in nature. 

The living habits of rural people follow pretty much a set pattern. 
They east eat, retire, ad rise about the same time, and in the 
great majority of cases, they do their daily chores at about the same 
time. 

This is easily confirmed by a glance at a typical cooperative load 
chart. These charts clearly indicate the times of the day at which 
maximum and minimum usage occurs. On our system the daily con- 
sumption peak, or peak demand, usually occurs between the hours of 
5:30 and 6 p. m. 

Our maximum usage period is of a very short duration, normally 
1 hour or less. The maximum system demand of our cooperative 
during this past winter was 16,730 kilowatts for about 45 minutes 
at 6 p. m.; then it fell off rapidly until 2 a. m. to a low of 8,010 kilo- 
watts. 

During the following 8-hour workday between 8 a. m. and 5 p. m. 
this load rose only to 11,700 kilowatts at 3 p.m. 

Due to the lack of diversity, the rural electric cooperatives are at 
a great disadvantage in comparison with other suppliers of electric 
power who serve urban and industrial loads. 

This is exemplified in our cooperative by the fact that we are com- 
pelled, in order to give adequate service to our members, to invest in a 
system large enough to meet the sharp demand of 16,730 kilowatts for 
a 45-minute period. 

The other 23 hours and 15 minutes of the day the demand is much 
less. If it were not for this high demand of 45 minutes we would need 
only 65 percent of our investment to adequately serve our members the 
rest of the day. 

While this is probably typical of all suppliers of electric power, it is 
much more pronounced with rural lines, which serve a minimum of so- 
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called light commercial consumers, and, in most cases, no manufactur- 
ing industry of any kind. 

I suppose that Lowa is no different than any other State in that the 
trend is for industry to move out into the country. Iowa is a State 

rimarily noted for agricultural products such as corn and hogs; yet 
in the year 1956, the ie total of manufactured products produced 
within the State exceeded farm income for the first time in history. 
This trend is rapidly growing, and the difference will increase from 
year to year. 

There are many good reasons for this shift. Manufacturers are now 
looking for low cost land in areas with a past history of good labor 
relations. Other factors attracting new industries to rural areas are 
low taxes, low-cost housing, wholesome surroundings, good schools; 
all these contribute to a lower cost of production. 

Iowa has many such sites available, and a larger percent of new plant 
development has occurred in eastern Iowa along the Mississippi River. 
In fact two industries of national scope are now seriously considering 
new plants well within our service area and along our existing lines. 
Of course, along with all these other things, industry must have a de- 
pendable source of low-cost power. REA-financed cooperatives, with 
their policy of area coverage, have blanketed the rural areas with elec- 
tric lines to serve the unserved. 

Many of the most attractive industrial sites in the State have no 
other source of electric power readily available but cooperative-owned 
lines, unless the profit utilities would duplicate existing facilities with 
expensive construction. 

Unnecessary duplication of facilities has always been considered 
wasteful by the electric industry, and the waste must be paid by the 
only source of revenue—the ultimate consumer. 

Most business people realize this, and we are presently negotiating 
with the two companies mentioned to supply electric power for their 
new plants. 

The quality and continuity of service which will be available to them 
equals or excels that which could be furnished by other suppliers. 

We of the Iowa rural electric cooperatives, now serving 136,000 
consumers who could find no other source of electric power, feel that 
we have an obligation to serve rural industries located within our 
service areas and along our existing lines. 

This obligation is twofold. 

First, as our cooperatives are community owned and operated, our 
obligation is to make new industries members of our community by 
offering them the opportunity to partake in a community enterprise. 

Second, we have an obligation to the rest of our members to increase 
the offpeak consumption of electricity in order to justify the invest- 
ments we have made for maintaining quality service over the peak de- 
mands. Industrial loads will help us to do this, since the average 
industry on an 8-hour day will not increase our peak demand ap- 
preciably. 

Our most able Administrator, Mr. David Hamil, has said, and I 
quote: 


REA cooperatives have long served loads that are not strictly agricultural in 
nature. This is to be expected as rural areas build up and industry moves 
farther out into the country * * * Our (REA) policy is to meet all legitimate 
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loan needs within the meaning of the Rural Electrification Act, and I look on 
such (rural industrial) loads in no different light than any other. 

This policy has been supported in the District of Columbia Federal 
courts and the Iowa State courts. 

In the case of /owa-lllinois Gas & Electric Co. v. Commerce Com- 
mission (Polk County, lowa District Court) the general manager of 
a brick and tile manufacturing plant testified that except for 60-cycle 
electric service at rates quoted by the electric cooperative, it would 
have been necessary to locate a new plant elsewhere, and that such 
other location would have eliminated the major source of employment 
in the small community involved. 

Rural areas include small towns as a necessary part of the rural 
economy to furnish convenient trading and marketing centers for 
the rural population, and such rural communities would disappear 
completely if small industries were not able to locate in rural areas 
because of inadequate electric facilities, 

The electric cooperatives have been organized and operating in 
rural areas under applicable local laws for more than 20 years in the 
highest tradition of our free enterprise system. 

They can serve rural industrial loads without expensive duplica- 
tion of facilities, and are ready and willing to do so. 

In conclusion, gentlemen, I would like to impress upon you that this 
problem of who shall serve industry which chooses rural sites has 
occurred and will occur more and more frequently as our economy 
requires expansion, relocation, and dispersion of industry. 

In the vast majority of cases, rural electric cooperatives can serve 
these loads well. They are already there, established, and can expand 
their systems to serve rural industries with minimum investment, and 
without duplication of facilities. Service to such industries will mean 
that they can better serve their entire area. 

And last, but not least, the character of this electric load will in- 
crease the security to the United States Government for the money 
the cooperatives have borrowed. 

We have called this ever-growing problem of new industries locat- 
ing in rural areas to your attention as one more reason why it is of 
vital importance that the REA Administrator should have restored 
to him the authority given him in the original act. 

This would permit him to expedite matters and make the final 
decisions so necessary in these days of rapidly changing economic 
conditions throughout rural America. 

We believe this can only be accomplished by the bill here under 
consideration. 

I thank you for your attention and consideration. 

Thank you, Mr. Chairman. 

Senator Humpnurey. Thank you very much, Mr. Fair. 

Senator Martin ? 

Senator Martin. Mr. Fair, you have brought here a statement that 
is, in my opinion, one of the best we have had in this hearing. 

I would call to your attention what I consider the major problem of 
REA in Iowa: The rural development program, which is recognized 
far and wide as a great future movement in our farm areas, and in 
no place is that true more than in Iowa. 
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I would like to ask one question: This rural development program 
would help you stabilize the load that you carry more than you can 
hope to stabilize it by confining your service entirely to homes and to 
the farms; is that right? 

Mr. Farr. That is right. ' 

Senator Marrin. That is, of course, just now coming into being 
with noticeable magnitude in Iowa and we hope that that rural devel- 
opment program in lowa will continue to expand tremendously and 
in the near future. 

Mr. Farr. That is right. 

Senator Martin. 1 want to commend you on your statement, sir. 

Mr. Fare. Thank you. 

Senator Martin. You have kept it on the proper level. And I 
appreciate it. 

enator Humeurey. Senator Lausche? 

Senator Lauscue. No questions. 

Senator Humpurey. Senator Capehart ? 

Senator Cargnart. I think your statement is excellent and I just 
have one question: Have you had any lack of cooperation in any loans 
refused by your organization on the part of Mr. Hamil, or Mr. 
Benson, or REA ? 

Mr. Fair. No, sir. 

Senator Cargenarr. Do you know of any instances in the State of 
Iowa where there has been a lack of cooperation or withholding of 
loans or a delay in the granting of loans? 

Mr. Fair. No, sir. 

Senator Carenart. Thank you. 

Senator Martin. I know from my discussions with you that you 
have had many dealings with REA and I would like to ask you if you 
are well satisfied with your treatment by REA ? 

Mr. Fair. Yes, sir. 

Senator Martin. At all times? 

Mr. Farr. I would like to add a statement, if I may. 

Senator Humrurey. Please do, sir. 

Mr. Fatr. Summing this whole thing up in a nutshell, we have an 
Administrator, I am speaking for the managers of the cooperatives 
in Lowa and I know how they feel. 

We have an Administrator of the Rural Electrification Administra- 
tion who we think is one of the best they ever had, but now we are 
very much concerned in the good State of Iowa. 

Mr. Hamil has an appointment for 10 years. 

Now, if you are going to let the people in the Department of Agri- 
culture who may not be there—and some people think they may not be 
there after 1960—boss Mr. Hamil; we are concerned. 

Iet’s have Mr. Hamil for the 10-year period. I will be in here 
fighting just as hard to keep Mr. Hamil after 1960—regardless of who 
is in there—just as we are doing today. 

We think a lot of Mr. Hamil. 

Senator Capenart. Your position is that you would like to have an 
independent agency ? 

Mr. Fatr. Amen. 


27304—58——-11 
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Senator Cargenarr. I do not know whether I am quarreling with 
you on that at all. As I say, I am completely openminded on it; but 
so far you have no complaint with the way it has been operated ? 

Mr. Farr. No, sir. 

Senator Humpurey. Thank you very much, sir. 

The next witness is Mr. M. - Potts, manager of the Sam Houston 
Electric Cooperative of Livingston, Tex. 

Is Mr. Potts here? 

Mr. Ports. Yes, sir. 

Senator Humrurey. I am going to ask our good friends here to help 
us a little bit. We have a tremendous number of witnesses, as you can 
see. You all have a printed statement and, if you could sum your 
statements up, with your recommendations, it would be very helpful. 

Mr. Porrs. Mr. Chairman, I have a very short statement, two pages. 

Senator Humeurey. Thank you very much. 

I was not speaking personally, I was speaking in general. 

Please go right ahead. 


STATEMENT OF MILTON T. POTTS, MANAGER OF THE SAM HOUSTON 
ELECTRIC COOPERATIVE, INC., LIVINGSTON, TEX. 


Mr. Ports. Mr. Chairman and gentlemen of the committee, my name 
is Milton T. Potts. I have been manager of the Sam Houston Electric 
Cooperative located at Livingston, Tex., for over 18 years. We serve 
the counties of Angelina, Tyler, Hardin, Polk, Liberty, San Jacinto, 
Montgomery, Walker, and Trinity. We are serving in excess of 9,400 
members of the cooperative on 2,723 miles of line, with an average 
density of 3.4 members per mile of line. 

We are one of the younger cooperatives, having energized our first 
lines in September of 1940, and most of our construction being done 
after the war years, as indicated by the exhibits attached hereto. 
Even as late as the end of 1946 we only had 538 miles of line and our 
first section of line had an average cost of $637 per mile, whereas today 
the average cost per mile of line is almost 3 times that amount. 
Yet we are charging our members less for power per kilowatt-hour 
used than we did in the early years of our operation. This has been 
brought about by a number of factors. (See exhibit: A, p. 158.) 

First, passage of the Pace Act in 1944, which provided for 2 percent 
interest on loans and a 35-year amortization repayment. 

Second, our organization and management have become more efli- 
cient with the assistance of the Rural Electrification Administration 
and management assistance given by our National and State organiza- 
tions. 

Third, through the assistance of the Rural Electrification Admin- 
istration, Southwestern Power Administration, and cooperatives who 
have built their own generation and transmission system, we have 
been able to reduce our wholesale power cost from 13.5 mills in 1941, 
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the first full year of our operation, to a low of 5.37 mills in 1954. 
(See exhibit A.) However, our cost per kilowatt-hour has increased 
each year since 1954, and so far in 1958 has increased 10 percent 
from one supplier and two others have increased over 25 percent. 

Fourth, we have been able to promote wider use of electric service to 
our farm members through promotion with local dealers, electrical 
contractors, and employee dictation. 

Fifth, we have encouraged industrial development and manufac- 
turing in our area in cooperation with the chamber of commerce and 
industrial foundation and have been successful to some extent. This 
has made it possible to do a good job on area coverage since our costs 
have continually gone up as indicated by exhibit attached hereto. 

Our cooperative is very much disturbed at this time. 

First, because of the efforts made to increase our interest rates. I 
am attaching as exhibit B a copy of Interest Rates Affect Area Cover- 
age which appeared in January issue of Rural Electrification maga- 
zine. (See exhibit B, p. 158.) 

Second, by the requirement of the Department of Agriculture to 
pass on all loans over a certain amount, regardless of the feasibility of 
the loan and their review of loans where the construction would serve 
an industry. I have never been able to find anything tn the act that 
prohibits our serving an industry so long as it does not affect the loan 

ayout of the Cooperative. We have always considered REA as our 
Rinker and when we go to our banker with a good proposition that 
will pay out we should be able to borrow the money. There have been 
many times when REA insisted we serve members even though we lost 
money on them each month. As Claude Wickard, former REA 
Administrator, said: 


* * * Tf any one in an area can have electricity, then everyone in the area is 
entitled to it. That is part of the basic philosophy which animates REA. It is 
an implicit condition that goes with each RHT loan. * * * There are good 
reasons why this should be so. In the first place, REA co-ops owe their existence 
to a Federal law whose purpose is to make electric energy available “to persons in 
rural areas who are not receiving cetral station service.” This does not mean 
service only to those who can be reached most easily or with the least expense. 
It means all who can be served without destroying the co-op’s ability to meet its 
loan repayments. It was in recognition of this principle that the Congress of a 
year or two ago amended the act to lower interest rates and increase the amorti- 
zation period further. 


This was a letter of 1946 to the cooperative. 

I appreciate the opportunity of coming before your committee and 
trust you agree with us that S. 2990 should be passed. 

You will notice the attachments. 

Senator Humpnrey. Mr. Potts, we will make the attachments a 
part of your testimony in the record at this point. 





158 AMEND REORGANIZATION PLAN NO. 2 OF 


(The documents referred to follow :) 


EXHIBIT A 
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| consumers | hour used per kilo- paid for | hour to 
| per | watt-hour power co-op 
consumer | used 
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607 . 0679 . 01257 

640 | _ 062 2 | . 01286 
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. 0466 ' . 00659 

0439 | . 00586 

0417 . 00546 

0398 . 00559 

. 03874 | 5 . 00542 

03847 | § - 00537 
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! First negotiation with power company and contact with SPA, 1944. 

2 Next rate reduction 1948, after activities of Texas and Louisiana cooperatives 

3 Next rate reduction when SPA line was assured, July 1950. 

4 Southwestern Power Administration and Texas Power & Light rates went up 27 percent 
54 months. 


ExHisit B 
INrerest Rates Arrect REA Coverace 
By Milton T. Potts, manager, Sam Houston Electric Co-op, Livingston, Tex. 


BACKGROUND OF AN AGREEMENT BETWEEN THE CONGRESS AND AMERICA’S RURAL 
ELECTRIC CO-OPS 


Farm and rural people were unable to get electricity prior to 1935 because 
it was economically unfeasible for the private electric companies to serve them 
and pay a return to their stockholders on this type of business. Many utility 
people would still agree that this is nonprofit business, and would have to be 
subsidized with revenue from their many thickly populated towns and cities. 

In 1935 the President of the United States recognized this as the problem. 
Under the Emergency Relief Act, funds were provided to electrify limited rural 
areas. In 1936, the Rural Electrification Act was passed, establishing the Rural 
Electrification Administration to make loans to cooperatives, municipalities and 
others who would engage in rural electrification, including private power 
companies. 


8 percent interest paid 


In this beginning some cooperatives which borrowed money were paying as 
much as 3 percent for interest, and pay-out period was 25 years. Our coopera- 
tive, when it was organized and received its first loan of $223,000 in 1940, paid 
a rate of interest of 2.69 percent. In other words, the interest fluctuated with 
the cost of money paid by the Government, as it is now advocated by those 
who would like to raise the cost of electric power to farm and rural people. 
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In 1944 Congress, rural electric leaders, and I think even some private utility 
people realized that something further must be done to complete the job of 
getting electricity to the farmers in the “forks of the creek.” Many plans were 
discussed in 1943 and 1944 since it was no longer feasible for the cooperatives 
to extend their lines further on the basis of fluctuating interest rates and the 
short term pay-outs in 25 years. 

One plan discussed was that the cooperative take the average cost of capital 
investment per member already served and the Federal Government subsidize 
the difference between this cost and the amount required to serve people in 
the more thinly settled areas. This plan would have applied not only to co- 
operatives but also to any private utility making long extension in rural areas. 
Everyone agreed this would require further study to make a workable plan The 
Congress was thoroughly familiar with this problem because the mail from 
Congressmen demanding new connections was almost equivalent to all other 
persoual correspondence received by the cooperatives. It was a serious problem 
for both Congress and the cooperatives. 

The rural electrification job was still a long way from being complete (only 
42 percent of the farms were being served). People in the remote and thinly 
settled areas were also entitled to rural electrie service. It was proposed that 
Congress assist by extending the repayment period from 25 to 50 years and 
stabilizing the interest at 2 percent, which was more than the average cost of 
money the Federal Government borrowed. 


Pace bill helpful 

Congress did not accept the recommendation in full but it did pass the Pace 
bill which extended the repayment period to 35 years and fixed the interest rate 
at 2 percent. This proved to be wise and solved the problem. 

The electric cooperatives throughout the United States accepted the responsi- 
bility of area coverage and agreed to do the remaining job of rural electrification. 
Those of us who accepted this responsibility and agreement with our Congress 
feel this interest rate should continue at 2 percent. The cooperatives have ex- 
tended their lines completing area coverage, thereby keeping their agreement 
with Congress. 

Many of these same cooperatives have not reached their maximum repay- 
ments to the Rural Electrification Administration or the Government. Many 
of them are facing increased wholesale power costs brought about by various 
reasons—some realistic, some not so realistic—but increased only to make co- 
operatives raise their retail rates in many instances as much as 25 percent 
above what their members were paying 2 years ago. 

Co-ops increasing capacity 

In continuing to provide area coverage, the cooperatives are in the process of 
increasing capacity of their lines without materially increasing their return on 
investment, many times lowering their return to the point of being unable to 
meet these payments to the Government when maximum payments are reached 
at present consumption rates. (Most cooperatives have not reached maximum 
pay-out payments.) 

Most of the rebuilding is done to take care of increased use by the farmers in 
the mechanization of their farm operation and sold on the lowest step of the 
rate (i. e., 25 kw.-hr. $2.00; 45 kw.-hr. at 5 cents per kw.-hr.; 130 kw.-hr. at 2.5 
cents per kw.-hr.—making 200 kw.-hr. of usage. Many cooperatives, average 
use by all members exceeds this amount, so most kw.-hr. sold above this might 
be sold at 1.5 cents per kw.-hr. ) 


Basis of area coverage pact 

It is apparent if we are to give the rural people the service they deserve and 
expect, we will have to continue to rebuild lines, increasing our costs even on the 
lines we built to complete area coverage as we agreed to do with Congress when 
the 35-year pay-out and 2 percent rate of interest were established (regardless 
of the cost of money). In keeping with this point it is interesting to note that 
David A. Hamil, REA Administrator, recently remarked that “* * * it is not 
unreasonable to forecast an annual need of a billion dollars new capital within 
the next generation * * *.” 

Most sections of lines built under the area coverage philosophy embodied in 
the Pace Act, and agreed to by both the cooperatives and Congress, are still not 
paying their share of the cost of operation and maintenance on a break-even 
basis. We believe that we had an agreement with Congress when we assumed 
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area coverage, and no change should be made at this time in the interest rates 
of the rural electric cooperatives. It should not even be considered until such 
time as the cooperatives have reached maximum payments. If it is ever neces- 
sary to review an increase in interest rates to the cooperatives, full hearings 
and a detailed investigation should be made as to the economic effect it would 
have on their rates and rates paid by the rural people. 


Investigation needed 


Investigations should be made of increased power cost to cooperatives and why 
some of the electric industry advocate 100 percent increase in interest rates, 
and the effect of these increases. (No one will continue to pay more for any 
product when they can buy the same product at a lower cost.) So eventually, 
many of the cooperatives would be sold out by their members to the companies 
who are advocating increased interest rates and power costs. This would reduce 
the quality of service to farmers and rural users because the companies’ first 
interest would be their city and suburban customers in the event of unusual 
service conditions during tornadoes, ice, and tropical storms. Competition by 
example would be eliminated, and the effect would be widespread. 

I would not say that 2 percent interest on 35-year loan repayments is a magic 
figure, or that some change should not be made in the light of the problems 
involved. But to raise the interest rate without taking into consideration other 
factors which would affect the economic stability of the rural electric cooperatives 
and their trading areas would not be proper or good business for our American 
economy. 

Nor would the interest rate increase proposals keep faith with the American 
farmers who, through their cooperatives, made area coverage rural electrification 
a reality. That is the issue, and not economic or fiscal theory. 

(Reference: Rural Electrification Magazine, January 1958.) 


ExutsiT C 


Co-op Coat: YOUR OBLIGATION FOR AREA COVERAGE 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
RURAL ELECTRIFICATION ADMINISTRATION, 
Washington, May 20, 1946. 
To All RHA Co-op Officials: 


Let me recall to you the statement I made in the Rural Electrification News of 
September 1945: “If anyone in an area can have electricity, then everyone in the 
area is entitled to it. That is part of the basic philosophy which animates RBA. 
It is an implicit condition that goes with each REA loan.” 

There are good reasons why this should be so. In the first place, REA co-ops 
owe their existence to a Federal law whose purpose is to make electric energy 
available “to persons in rural areas who are not receiving central station service.” 
This does not mean service only to those who can be reached most easily or with 
the least expense. It means all who can be served without destroying the co-op’s 
ability to meet its loan repayment. It was in recognition of this principle that 
the Congress of a year or two ago amended the act to lower interest rates and 
increase the amortization period further. 

In the second place, it must be recognized that a REA co-op differs from other 
rural co-ops, such as a creamery or elevator or purchasing co-op, in one very 
important respect. The typical farmers’ co-op enjoys no territorial exclusive- 
ness. Two or more co-op creameries can operate in the same area, and a farmer 
living anywhere in the area can make his own choice as to which co-op or 
commercial creamery he wants to patronize. But the farmer who is in need of 
electricity usually has one possible source from which to get it, either a co-op or a 
commercial power company, depending on where his farm is located. There are, 
of course, a few exceptions in case of borderline location. Since duplication of 
lines would be wholly impractical and uneconomical, the public interest demands 
that the system serving any given rural area must be ready to serve all people 
in that area who want electricity. 

I know that there are very few REA co-op directors or managers who are 
unwilling to recognize and accept this obligation. But unless every REA bor- 
rower shows a firm determination to carry out the area coverage principle as 
rapidly as conditions will permit, the entire rural electrification program may 
suffer because of the action, or rather lack of action, of a few borrowers. 
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This is clearly indicated by the nature of the discussion in the attached ex- 
cerpts from the recent hearings before a congressional committee. I can well 
understand that the Congress may wish to consider mandatory provisions con- 
cerning areawide service if any REA borrowers should fail to recognize volun- 
tarily the respective obligations which the loan of Federal funds on* highly 
favorable terms places upon them as a matter of the national welfare. But 
neither you co-op officials nor we in REA would welcome such a step as a desir- 
able solution of the problem. I said as much in my testimony before the com- 
mittee. And I am sure that with the help of every one of you the REA borrow- 
ers can and will demonstrate to the satisfaction of the Congress that they are 
backing the area coverage principle 100 percent. 

I hope you will take the time to read the few pages of excerpts attached. 
They represent only a small fraction of the REA testimony which forms a part 
of the 2,000-page printed document on the hearings—an indication of the 
thoroughness usually exercised by congressional committees in acquainting 
themselves with the pros and cons of proposed appropriations. 

It seems to me that all REA borrowers should work conscientiously toward 
full area coverage as a matter of course. If you think so too, let me urge you 
to do what you can, at board, district, and statewide meetings, to convince the 
few reluctant directors and managers that their active support of this prin- 
ciple is essential. 

Sincerely, 


Ciaupe R. Wickarp, Administrator. 

Senator Humpurey. I am most grateful to you for repeating the 
statement of the former Administrator, Mr. Wickard, concerning the 
social commitments and responsibilities which are entailed in an REA 
operation. 

It is not like a private utility that looks upon the area and says, 
oa there just are not enough customers; we are not going to put 
in a line. 

I know a little something about this because I happened to build 
a place in an area where there were not very many customers. It is not 
always so easy to get a line in as you might wish. 

REA put co-op lines in if they get the loan. If it happens to be 
that someone is down the line 6 miles from some jack pine, you put a 
line through and serve him if you get the REA loan. And that is 
why the REA has a long period of amortization and low interest 
rates. 

Mr. Porrs. That is right. I just picked 2 or 3 out of the file, if I 
may divert here a minute on this. 

hey requested us to serve, practically demanded we serve them, 
which I think was right. I think so now—at the time I wondered 
about it. But I remember one in particular, where they were 2.7 miles 
down there through the piney woods in our country, in the big thicket 
area, if you please. We put them on a $25-a-month minimum 
for 5 years. We thought we were a good enough salesman to sell him 
to use that much power. However, we found out we only sold him to 
where at the end of 5 years he was only using $11.32 worth of elec- 
tricity a month, and it costs us $53.84 a month to serve that man now. 
There were no other customers on the line. 

We had another, over 214 miles, one of the officials of the large 
lumber companies there—he was on a section of line. We get $6.04 
out of him a month, and it costs us $49.85 to serve him. 

Senator Humpurey. You see, that is why the private utilities will 
not serve these particular customers. They are in business to make 
a profit. You can give them all the social philosophy you want to, 
and have prayer meetings with them in the morning, and they still 
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are not going to serve those customers because they have to make 
money for their stockholders. 

REA came through with the express purpose of serving the un- 
served; that is why REA has had some special consideration finan- 
cially from the Congress. 

Mr. Porrs. That is correct, sir. 

Senator Humpurey. And yet, according to the testimony of the 
Secretary, it has accrued $48 million being our “brother’s keeper.” 
Some people have gone broke being our brother’s plunderer. 

Mr. Ports. We are not one of the poor ones, Mr. Chairman, we do 
very well. And we have in the past, I think, paid off the first seven 
notes on our cooperative, even though we were only organized in 
1940. And even though we could have put the money out at a higher 
rate, we felt it was an obligation we owed to the Government to do 
that, and we only stopped when they started considering the raising 
of our interest rate. Because if we had our interest rates raised, it 
would be better to use your own money, maybe, than it would be to 
go to the open market, or some other way of getting it. 

Senator Humpurey. Senator Lausche. 

Senator Lauscue. Looking at exhibit A, it points out than in 1941 
you had 843 consumers. Is that correct? 

Mr. Ports. That is correct, sir, at the end of the year. 

Senator Lavscnr. And 9,324 in 1958? 

Mr. Ports. In 1957 and 1958 we had about 9,400. 

Senator Lauscue. I am merely asking these questions to compact 
it for the record. 

Mr. Ports. Yes, sir. 

Senator Lauscue. With respect to the kilowatt consumption, in 
1941 it was 409 kilowatts per consumer, and in 1957 it was 2,896. To 
what do you attribute this constant rise of kilowatt consumption to 
your consumers? 

Mr. Porrs. Well, Senator Lausche, it started with—I am a sales- 
man bv profession, and I have been on this job 18 years. I think 
that the method of getting the service on the line at the lowest rate 
to the people in the rural area is to do a good as job and a good 
power-use job in working with your dealers and other people inter- 
ested in helping you do that job. ; 

We are averaging almost an electric range a day on our system, 
and have been for years. We have a lot of electric hot heaters. We 
do a promotion job. Last month we installed, I remember this 
figure, 20 electric ranges on our system. _ I do not know how many 
air conditioners we are installing—about 3 or 4 a day. 

But we have an installation policy. We install a range for a 
farmer for 10 bucks. We do not care if he lives 50 miles from the 
office. We think it is good business—it gives us diversity we need. 

We install an air conditioner for $7.50. Tf it is 240-volt service we 
install for $7.50—other than a range. 

Senator Lauscne. Am I correct that the cost per kilowatt has 
dropped each year since 1941? 

Mr. Porrs. Up to the year 1954. We get power from three sources, 
Senator Lausche. We get power from the Gulf States Utilities Co., 
which is our largest supplier, and we buy from the Texas Power & 
Light Co., which is one of our smallest ones—and, by the way, whose 
rate has gone up 25-27 percent last year—— 
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Senator Lauscue. Again, in 1941, with the kilowatt rate of 0.09057, 
that has dropped to a kilowatt rate of 0.0318, let’s say, in 1957-—— 

Mr. Ports. Which line are you on now? 

Senator Lauscue. I am in 1956. In 1941, 0.09057 to 0.0323 in 1957. 

Mr. Porrs. That is right. 

Senator Lauscue. It has dropped. 

Mr. Ports. That is what the customer pays for it. 

Senator Lauscue. Yes. 

Mr. Porrs. That is another problem we are facing, Senator, at this 
time. We are selling most of our power. When you doa good sell- 
ing job, you sell a lot of that power at the low end of your rate, which, 
in our instance, even gets down to 1 cent on some types of service, and 
to any type of service, after you pass 200 kilowatt hours, to a cent and 
a half. So, the more you sell on the tail end of that rate, the cheaper 
the customer’s average is. The better job we do the lower it is going 
to get. 

Senator Lauscue. The proportion of the cheapening of the price to 
the consumer has been from 9 down to about 3? 

Mr. Ports. That is correct, sir. 

Senator Lauscue. Now, getting to the part of the dollars paid for 
power by your cooperative, you begin with 0.252, and it is down to 
0.202 ? 

Mr. Ports. That is right. 

Senator Lavscne. And your low point was in-— 

Mr. Porrs. In the year 1951. 

Senator Lauscuer. 1951, but then the cause of the increased price 
that you have to pay, as far as it has gone u 

Mr. Ports. Well, it is related to the other column there. You see, 
I am getting less money per kilowatt—so it is related directly to this 
other figure that you were just talking about. 

Senator Lauscur. Yes. 

Now the average cost per kilowatt, that also has gone down rather 
constantly, hasn’t it? 

Mr. Ports. That is correct, sir. 

Senator Lauscne. Mr. Potts, you are putting this request on the 
basis that philosophically this agency ought to be autonomous and 
free from direction of any of the incumbent political officials, is that 
correct ? 

Mr. Porrs. That is correct. I would say that we have been very 
well satisfied with the administration of REA through the various 
administrations. 

Senator Lauscur. And, even now, you are highly satisfied with 
the services which you are getting ? 

Mr. Porrs. That is correct, sir. 

Senator Lauscne. That is, you do not put this on the basis of a 
personal fight—— 

Mr. Ports. As far as I am concerned, no, sir. 

Senator Lauscue. Do you subscribe to the thought that Benson 
has doublecrossed, or that he has perpetrated a fraud, or that he has 
participated in a master plan schemed and designed to destroy the 
REA ? 

Mr. Ports. Well, sir, I would not know about that, no. 

Senator Lauscre. I see. 
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Mr. Ports. I would say this, that I was very much disturbed, if I 
may say so, when I heard Mr. Scott say yesterday that the reason he 
did not want to make a loan to the Puerto Rican operation was be- 
cause they were in such excellent shape. We are sort of in that 
category. Our cooperative is in pretty good shape, but I do not 
know what our position would be if he was to pass on one of my 
loans. I mean, I am in good shape, I could probably go and borrow 
some money and get along. However, you cannot have 2 or 3 differ- 
ent plans or programs to work for. You cannot penalize manage- 
ment for doing an excellent job, because you have done an excellent 
job, too. You could not penalize a person who did not do the same 
type of job. 

nator Lauscue. I thought he said this was a private enterprise 
which had—— 

Mr. Ports. I believe he said it came under all the specifications of 
a loan from REA. I do not remember what kind of enterprise it was, 
but I believe he made that—— 

Senator Lauscue. I thought he said it was a private enterprise 
with all of its borrowings from private sources. 

Mr. Ports. I believe that is right. 

Senator Lauscue. But in this instance was willing to serve rural 
communities—— 

Mr. Ports. Correct. 

Senator Lauscusr. And therefore was eligible. 

Mr. Ports. He was eligible, yes, under the same Jaw that we would 
be eligible, I believe, Senator. 

Senator Humpnurery. Senator Capehart. 

Senator Carenart. I think Senator Lausche has asked all the ques- 
tions I wished to ask. 

One question I want to ask is: You have no complaints at the moment 
with the operation of the Department ? 

Mr. Ports. I have no complaints with the operation of the Admin- 
istration. 

Senator Carrenart. That is all, Mr. Chairman. 

Senator Humpurey. Thank you very much for a fine statement. 

I just had handed to me by the staff director a statement from Sena- 
tor William Langer of North Dakota. I will just read the first 
paragraph: 

I am in favor of the passage of S. 2990 which, as I understand it, would put 


the powers of the RBA back into the hands of the Administrator as they were 
before Mr. Benson came along. 


And at the end he says: 


I am opposed to domination of the REA by the Secretary of Agriculture, 
because he is not in a position to know firsthand the needs of RBA. 


The entire statement will be made a part of the record at this point. 
(The document referred to follows :) 


STATEMENT BY Hon. WILLIAM LANGER, A UNITED STATES SENATOR FROM THE STATE 
or NortH Dakota, BEFORE THE SENATE COMMITTEE ON GOVERNMENT OPERATIONS 
SUBCOMMITTEE ON REORGANIZATION, IN Support or S. 2990 


Mr. Chairman and members of the committee, I am in favor of the passage 
of 8S. 2990 which as I understand it would put the powers of the RHA back into 
the hands of the Administrator as they were before Mr. Benson came along. 
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I have been fighting for rural electrification nearly all my life—long before 
the REA. Since REA was passed I have fought for it and worked to help the 
rural electrification directors and managers do a better job not only in North 
Dakota but for rural people all over the country. 

We know from experience up there in North Dakota what REA can do under 
a setup where the Administrator is the boss and doesn’t have somebody else 
standing over his shoulder. 

In North Dakota we have built power lines into every corner of the State. We 
were at the bottom of the list when REA started. Because we were able to 
deal with a man who had the responsibility for RBA, we got the job done so that 
today nearly 90 percent of the farms up there have electricity. What is more, 
we did this job in the remarkably short time of about 5 years. I don’t think 
there is any place in the United States that can match that record, and I want 
to emphasize we did it because our folks up there could deal with an Administrator 
who was boss and who could make a loan when he had the facts to do so. 

I am opposed to domination of the REA by the Secretary of Agriculture, 
because he is not in a position to know firsthand the needs of REA. Take 
for example the legislative proposals that Mr. Benson has advanced for RBA 
during the last several months. 

He has proposed to raise the interest rate. He has proposed to reduce REA’s 
loans and to make up the difference by having the co-ops get their money from 
the Wall Street bankers. 

This is going to kill the REA program in North Dakota and I suspect it will 
do the same elsewhere in the United States. 

It does demonstrate that we should put the RBA back into the hands of the 
Administrator the way it was before Mr. Benson took over. 

Task you why we had to change a program that is doing a good job. 

Senator Humpurey. The next witness is Dr. Clifton B. Cox, visiting 
research professor at Harvard University. 

Weare very happy to have you, sir. 


Mr. Cox. Thank you, Mr. Chairman. 


STATEMENT OF CLIFTON B. COX, VISITING RESEARCH PROFESSOR, 
HARVARD UNIVERSITY 


Mr. Cox. My name is Clifton B. Cox. I am a visiting research pro- 
fessor at Harvard Business School. This year I was on the faculty 
of Purdue University until September 15, 1957. 

Senator CaprrHart. What do you mean by visiting research 
professor ¢ 

Mr. Cox. This is in my particular case. I am on leave from Pur- 
due, and will be back at Purdue. I took a particular research project 
at the Business School, and intend to leave. 

Senator CareHartr. You mean you are not there permanently, you 
are a temporary professor at Harvard Business School ? 

Mr. Cox. That is true. 

Senator CarrHart. I might say this, I do not know why anyone 
would leave Purdue to go to Harvard. 

However, on the other hand, I have a son who graduated from Pur 
due and another son who graduated from Harvard Law School. 

Senator Humpurey. As I understand it, sir, you are a consultant 
for certain co-ops? 

Mr. Cox. I have been; yes, sir. 

Senator Humpnrey. For what cooperatives have you been a 
consultant ? 

Mr. Cox. Some of the cooperatives in Indiana. In addition we 
have done a number of research projects at Purdue that dealt with the 
rural electric cooperatives. 
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Senator Humpnrey. I merely wanted to qualify you as a witness. 

Please proceed. 

Mr. Cox. The research projects dealt with the financial conditions 
of the cooperatives. 

Senator Humpnrey. Proceed, sir. 

Mr. Cox. To Senator Capehart I should say I will be back at 
Purdue. 

Senator Carenarr. Wonderful. 

Mr. Cox. I have made that decision—to go back rather than stay 
at Harvard Business School. 

It is my opinion that decisions should be made on the basis of facts 
and needs, with as little interference as possible from partisan politics. 
It is my understanding that S. 2990 proposes to allow the Adminis- 
trator this authority. Therefore, I would favor the bill. 

As we look at the need for more freedom for making decisions, let 
us first look at some rights and responsibilities. It is my belief that 
American citizens are entitled to some minimum standard of living. 
It is assumed that with these minimums, the total country will be better 
off—children will have schools, standards for health will be main- 
tained, food and clothing will be provided, and many other things that 
the Government has seen fit todo. Under this arrangement, children 
will have a chance to develop and make a contribution to the national 
welfare. Now, electricity is one of those necessities as I see it. It is 
no longer whether, but who will provide the electricity. 

One responsible man, and he is on the faculty of Harvard Business 
School, se has traveled this country and many foreign countries, 
states that the electric cooperatives preserve the free enterprise system 
in the United States of America. The existing electric companies had 
not and did not provide power for the rural areas. The rural people 
bound themselves together and with the aid of REA loans have pro- 
vided themselves with this service. This service would have been 
provided sooner or later. If these people had not done the job, the 
Government probably would have. This is the reason that many be- 
lieve that the REA Act prevented socialization of the rural distribu- 
tion of electrical energy. These rural groups are now owners of the 
system. Most of them still have debts to pay and improvements to 
make but are willing to accept this responsibility to have the service. 
These cooperatives are and we hope will continue to be in the hands of 
members. This is capitalistic—yes; but working together. 

Now let’s take a look at these organizations of rural people that 
have received loans. In general they are comparatively small. Organ- 
izations were formed by people of communities that had common prob- 
lems and desires for service rather than profit. These organizations 
are 1 or more counties rather than 1 State or 1 region in size. These 
distribution systems, although large to individuals, are small relative 
to noncooperative electric companies. They are not joined together by 
holding companies or interlocking directorates. Each organization 
is independent in its capital structure from the others. Each has a 
definite area for service. It can do little about location. It must 
serve its members and can do nothing about the many customers and 
profitable business just outside its assigned territory—that has pre- 
viously been assigned to other companies. 
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This small size has prevented the rural electric cooperatives from 
being able to go into the money markets for necessary capital. The 
rate to such small businesses would be higher than to larger com- 
panies. Some could not exist with much higher costs. In fact, many 
of them have no provision or legal right for selling stock to secure 
capital. The service of using the United States Government’s bor- 
rowing ability allowed many of them to begin business and will allow 
many rural people to own services rather than having to pay profits 
to other corporations or be supported by taxes through Government 
ownership. The bill, as I understand it, does not propose to make 
unsound loans. It merely allows the Administrator to make decisions 
based on soundness and need—rather than on the basis of bias toward 
one system or the other, depending on who is in office. 

Others are testifying on interest rates. Suffice it here to say that 
the correctness of any rate is impossible to determine. With the 
power of the Federal Government in fiscal and monetary matters, 
any rate within reason can be justified or condemned. As an example 
within the last vear, this is as of August 23, 1957, discount rates have 
changed from 314 percent to 1% percent, as of May 1, 1958—New 
York Federal Reserve. Now, which of these rates is proper? It 
depends on the objective. Therefore, loan rates for rural services 
should have the objective of increasing the standards of living of 
rural people rather than profit. The rate of interest is a very small 
item to the Government, in the matter of REA, but may be the differ- 
ence between adequate and inadequate service to small organizations. 

The definite territory and the legal monopoly rights granted to 
electric companies have limited the ability of the cooperatives to 
bargain for energy. The purchasing of energy is limited many times 
to one supplier. What then is the position at the bargaining table? 
The rural organization wants 100 percent of its supply while the 
business from this one organization represents a smal] percentage 
of the business of the electric company. In some States the coopera- 
tives are not allowed to be served by companies not having the mo- 
nopoly of service in the area. What then should be the alternatives 
to the cooperative besides purchasing power from the supplier? 

1, Generate own power. 

2. Have a yardstick on production costs to determine bargaining 
levels. 

Generation plants require large amounts of capital for construction 
and high rodasiien for low costs. In many cases, several organiza- 
tions must combine to get necessary capacity for low-cost production. 
Power must also be transmitted some distances for ultimate consumer 
use. The alternative for generation must always be present for effec- 
tive bargaining. The threat may be sufficient at times for effective 
bargaining, rather than actual building, but if there is only one sup- 
plier and the buyer has no alternative but to purchase from that 
source, effective bargaining is not present. A benevolent despot is 
the best that can be hoped for. 

How can organizations know when effective bargaining has been 
accomplished? Actual cost operations is the best test. Those organi- 
zations that cannot secure satisfactory power, must generate and 
transmit this power. These plants will act as guides for others at the 
bargaining session. 
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The Government, through an agency, free to act, can give these 
small units the needed tools for an effective distribution system. This 
will keep the electric distribution systems in the capitalistic system 
and provide one of considered necessities for many rural American 
citizens. 

Thank you. 

Senator Humrurey. Thank you very much, Mr. Cox. 

Senator Lausche. 

Senator Lauscue. No questions. 

Senator Humpnrey. Senator Capehart. 

Senator Carenart. Just one question. 

Do you have any cause to complain against the present management 
and operation of REA, other than the fact that you feel it ought to 
be an independent agency ? 

Mr. Cox. Usually, Senator, an economist accepts present company. 

Senator Carenart. I see. 

Mr. Cox. And in this way, the answer is “No.” 

Senator Carenart. Thank you, sir. 

That is all. 

Senator Humpurey. Thank you very much, Mr. Cox, we appreciate 
your testimony. 

I believe Congressman Wayne Hays of Ohio came to the committee 
room. I understand Congressman Hays wants to make a statement. 

We welcome you to the committee. 

Mr. Hays. Thank you, Senator. 


STATEMENT OF HON. WAYNE L. HAYS, A REPRESENTATIVE IN 
CONGRESS FROM THE 18TH DISTRICT OF OHIO 


Mr. Hays. Mr. Chairman, Senators Lausche and Capehart, I have 
no prepared statement, but due to the fact that a large number of my 
constituents are here to testify for this bill, and that I favor it, I 
thought it would be no more than courteous to come over and mention 
the fact that from the Belmont Rural Electric Cooperative, which is 
in my home county, the manager, Mr. McAllester, along with Mr. 
Peters and Mr. Melvin Watson, are here. 

Incidentally, I am a member of that cooperative ; it services my farm 
in Harrison County. 

And then from the Carroll Electric Cooperative, which services 
both Carroll and Harrison and parts of other counties, the manager, 
rah Seas Rodebush and Mr. Paul Shepherd and Mr. Clyde Rutledge 
are here. 

I believe altogether, Mr. Chairman, there are 29 people here from 
Ohio, all of whom favor this legislation. 

Senator Lauscue. May I interrupt? 

Are there any designs on the part of the State of Indiana or Min- 
nesota—take notice that the room is practically filled with Ohioans. 

Senator Humenrey. I ama little disappointed in the Senator from 
Indiana’s being unable to fortify at least the Indiana and Minnesota 
contingent a little more. 

Senator Cargnart. Ohio is sort of a suburb of Indiana. 

Senator Humenrey. Is that right? I do not want to get involved 
in that argument. 
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Mr. Hays. That is a very debatable proposition, if I may say so, 
and could go on all day. 

Senator Lauscur. Senator Capehart says that because he knows 
Senator Humphrey separates us. 

Senator Humpnurey. I want to tell you, I do not want to get caught 
in this gristmill. 

Mr. Hays. The only other thing I would like to say, Mr. Chair- 
man, is the reason such a large number of Ohioans are here, I think, 
is because Ohioans take very seriously and cherish very highly the 
rural electrification system and what it has done for rural Ohio. And 
I would say that in my own experience with it, in the 10 years I 
have been in Congress, that I have served on 1 or 2 occasions as an 
arbiter between the co-ops and the power companies who supply them, 
and on 1 occasion at least was able to be useful in convincing the power 
companies to give them a rate that everyone could live with. 

But I do believe that your bill is desirable because I do believe 
that this organization should be an independent agency and should 
not be subjected to any pressures that might be imposed upon it by 
having veto power in the person of the Secretary of Mgrieditie, the 
present one or anyone in the future, without going into the person- 
alities. 

Thank you very much. 

Senator Humpurey. Thank you very much, Congressman Hays. 

Our next witness is Mr. Howard Cummins. 

Is Mr. Cummins here? 

We welcome you. 


STATEMENT OF HOWARD A. CUMMINS, MANAGER OF THE OHIO 
STATEWIDE ASSOCIATION OF RURAL ELECTRIC COOPERATIVES 


Mr. Cummins. Mr. Chairman and Senator Lausche, I have no 
prepared statement to make. I am just here with my Ohio delega- 
tion. 

I am manager of the Ohio Statewide Association of Rural Electric 
Cooperatives, and as Congressman Hays said, we have a deep interest 
in rural electrification in Ohio and in the preservation of the system 
that has made it possible for us to electrify the rural areas. 

This delegation from Ohio here is interested in the passage of this 
bill S. 2990. I am sure that any of them would be glad to answer 
questions that the committee might want to ask, and I will answer 
any questions that you would care to ask me. 

Dinar Humeurey. Mr. Cummins, you know what the bill does. 
It merely restores the Rural Electrification Administration to the 
status in the Department of Agriculture it occupied prior to the 
Reorganization Act of 1953. It does not alter the functions, nor in 
any way change the duties, purposes, or objectives of REA. 

Do you understand that ? 

Mr. Cummins. Yes, sir, we do. 

mate Humeurey. And it is that objective that you seek to sup- 
port ¢ 

Mr. Cummins. That is right, Senator. 

Senator Humpurey. Is this the view of your cooperatives? 
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Mr. Cummins. I believe that is the view of all the electric coopera- 
tives in Ohio, and the directors and many of the members that know 
about this situation. 

Senator Humpurey. I have been examining, as has Senator 
Lausche here, some of the debates that took place on May 27, 1953. 
We reported the proposal from the committee, but we had a rather 
extensive debate in the Senate. 

Senator Carenart. I might say, Senator, we both had deep-seated 
convictions on this. 

Senator Humrurey. Yes. 

Mr. Cummins. Senator, I would like to say further, this is a very 
important question as far as the future of our program is concerned.. 

hio is a rapidly developing State. We have approximately 9 mil- 
lion people in the State of Ohio, and they tell us that by 1975 or 1980 
there will be about 18 million people in that State. We have services. 
in about 65 percent of the area, I mean, we cover about 65 percent of 
the geographic area of the State. And you can see that we are deeply 
interested when we are facing a future like that, which means that we 
will double, redouble probably, the amount of energy purchased and 
sold. 

We buy all of our electricity from the private companies in that 
State. The State is served by 29 systems, 29 electrical cooperatives. 


They serve approximately 112,000 consumers. These are systems that 
we have built. They are cooperatives and they are farmer built. We 
cannot afford, at this late date to see anything happen politically to 
the structure of the REA administration as ak 

Senator Carenart. Mr. Chairman, may I ask Mr. Cummins this 


question ¢ 

Senator Humrurey. Please go ahead. 

Senator CapgHart. Do you have any specific reasons to complain 
about the operation of REA over the last few years? 

Mr. Cummruns. Understand, I am secretary of the State association 
and I have no direct dealings with the REA administration, other 
than the fact that I know 

Senator Carenart. Have you heard of any loans in your State that 
were turned down, or unduly postponed ? 

Mr. Cummins. I would say this, Senator Capehart, that in Ohio I 
have heard of a couple of instances where there might have been some 
influence one way or another about transmission lines, loans being 

Senator Cargeuarr. You mean local influence, or 

Mr. Cummins. I do not know. 

Senator Carenarr. Do you know anything about this conspiracy, 
or this master plan, that exists that will completely eliminate REA? 

Mr. Cummins. I would say this, Senator, that the bills that have 
been introduced to force the cooperatives into the open-money market 
for money—if they could be considered a part of a conspiracy, then 
there would be one. 

Senator CaprHartr. There was only a suggestion made; it has not 
passed the Congress. 

Mr. Cummins. I realize that. 

Senator Carrnartr. Aren’t you in favor of looking for new ways 
and means for improving your service and financing, if they can be 
found? 
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Mr. Cummins. Certainly so. I think the time may come when it 
will be entirely possible, but considering the fact that we only have 
about 13-percent equity in these cooperatives today, it would seem 
that it would be a very high risk for anyone in the money-lendin 
business to come into this picture at the present time, which “ell 
mean high interest rates. 

Senator Carenartr. You, of course, know as well as I do that we 
have a $275 billion debt, and all the members of your organization are 
taxpayers, and they are vitally interested in a sound government, in 
reducing taxes and expenditures. You are aware of that just as well 
as we are here in Washington ? 

Mr. Cummins. Yes, sir. I do not consider this an expenditure. I 
consider this an investment on the part of the American people. 

Senator Carenart. We borrow the money from the Treasury. 

Mr. Cummins. That is right. 

Senator Carprnart. And I might say this—I am not close to Mr. 
Benson, but I am rather close to the Banking and Currency Com- 
mittee, being the ranking minority member, and pretty close to the 
Secretary of the Treasury because of money matters. I know that 
our Government has had quite a problem here in the last couple of 
years staying within the debt ceiling, and I happen to know that the 
President of the United States asked all the departments, including 
the Department of Agriculture, to be very, very careful with the 
expenditures of Government money, and to hold them down as low 
as possible because of the high taxes, huge expenditures, and the 
debt ceiling. And I think that if you want to really dig down, you 
will find that what Mr. Benson did was simply to be careful, maybe 
overcautious, in respect to the loaning of money. There was a time 
last year, vou know, when the Congress refused to permit the debt 
limit to be raised, and the administration had a hard time staying 
within the debt ceiling. At times, perhaps, the delay in making a 
loan for a couple of days would help the debt ceiling situation. I 
think if you really want to look deep, you will find that was one of the 
reasons for them taking a look at these loans. 

It happened not only in the Department of Agriculture, but in every 
other department of Government. I congratulate them for doing it, 
and I know you and all you gentlemen here today do, too. You want 
thrift and economy in Government, you want to reduce expenditures, 
if we can, and you want to cut taxes. That is why I have been a little 
bit. irritated at the attack upon Mr. Benson and upon the Department 
of Agriculture. I think they were trying to do what every taxpayer 
and every member of every cooperative in the United States would 
like to have them do. That is why I think it has been a little unfair 
to take advantage of a situation in which they, in my opinion, were 
doing a good job—at least they were trying to do a good job. 

Mr. Cummins. I think with this area of coverage, Senator, in tlie 
picture, the fact we have been forced to take the uneconomic cases—— 

Senator Carenart. I do not question that at all. 

Mr. Cummins. And the fact that we did agree to have the 2-per- 
cent money 

Senator Caprnart. I can see the point there. Of course, the in- 
terest matter is one of trying to reduce expenditures, hecause, as you 
know, the Government loans money to many institutions and associa- 
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tions other than REA. What we are trying to do is get a yardstick 
that can be used so the Federal Government would get back in interest 
the amount it paid, or at least approximately so. 

There may Gs some circumstances in which the interest rate should 
be different, for instance in scattered, thinly populated areas. I am 
a farmer and use REA. I have it on my farm. 

I think if you want to really dig down into the matter on will find 
what they were trying to do last year was to keep within the debt 
ceiling, reduce expenditures, and be able to reduce taxes. I congratu- 
late them for trying to do it. In fact, they had to do it. As you 
know, Senator Humphrey, it was either that or go over the debt ceil- 
~— It was that close at times last year, and it still is that close 

ay. We have this huge debt, and high taxes, and it takes a man 
wiser than I to know exactly what to do. I do not think we ought to 
criticize anyone who tries to reduce expenditures today, reduce taxes, 
and balance the budget, and keep within the debt ceiling, because it is 
a big problem, today. 

Senator Humpnurey. Mr. Cummins, as you know, there is consider- 
able disagreement over economic philosophy among certain Members 
of - Congress. I sharply disagree with some of the observations 
made. 

I think this administration has deliberately raised interest rates, 
deliberately put the tight screws on credit, and has deliberately 
brought about a kind of recession. We are not going to argue that 
here, but that is the point of view which I—— 

Senator Lauscue. May I suggest we abstain from political argu- 
ments. Let’s continue asking questions of these witnesses. 

I have not come here to hear arguments as to which political party 
is right. I want to hear from these gentlemen from Ohio, what they 
have to say on this subject. My purpose in being here is to listen 
to them, and as little as I possibly can to my associates. 

Senator Humpurey. I appreciate your courteous reference, Senator. 
I was merely stating for the benefit of the witness that the expressions 
of philosophy which are enunciated by certain members of this com- 
mittee are not necessarily held unanimous. Proceed with anything 
further that you want to say. 

I shall stop any further philosophical dissertation on the part of 
my colleagues. 

Senator Carenart. Mine was not that at all. 

Senator Humeurey. What was it? 

Senator Capruart. I was trying to give you one reason why I 
thought Mr. Benson asked that these loans be reviewed. As I have 
said, I think if you will dig deep enough you will find that the big 
reason for it was to keep within the budget last year. 

That was the only reason why I brought the matter up. 

Senator Humemrey. The question before us now is the bill pending 
before the subcommittee. 

Senator Lauscuz. Mr. Cummins, when we had the fight of several 
months ago about getting more power out of the Niagara, out of the 
St. Lawrence project, I was astounded to see how heavily Ohio has 
been developed through rural electrification compared with New York, 
Pennsylvania, and Indiana. Can you tell me how it is that we pro- 
gressed to the great extent that we did in Ohio? 
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Mr. Cummins. Well, Senator Lausche, that would take a long time. 
However, briefly, Ohio, the rural areas of Ohio, were practically un- 
served when the Rural Electrification Administration was enacted 
by Congress. And farmers in Ohio for generations have learned how 
to‘cooperate together and work. When this money became avail- 
able, they immediately got to work and joined hands and formed the 
first cooperative in the United States at Piqua, Ohio. The first pole 
under the rural-electrification program was set there, and I believe 
the first loan was made for that. We got into the business, and 
we did a pretty good job electrifying rural Ohio. 

And that is why there are 29 electric cooperatives there, and I think 
we could say the farms are 99 percent served in the State of Ohio. And 
these people—— 

Senator Lauscue. How many consumers do we have? 116,000? 

Mr. Cummins. Between 112,000 and 120,000. 

Senator Lauscue. What is that percentage compared to what the 
private and municipal companies are serving / 

Mr. Cummins. Well, the private power companies—there are ap- 
proximately 170,000 classified farms in the State of Ohio. So with 
112,000 or 116,000 of our folks, you can see about what the percentage 
would be, maybe 50-50, considering the fact that we have a lot of 
rural residents under our lines as well as farms. So we probably 
serve about half of the farms in the State of Ohio. 

Senator Lauscue. Probably more. I understand we have 190,000 
farms in the State—— 

Mr. Cummins. 190,000—that is probably 3 acres or more. 

Senator Lauscue. You are serving 120,000? 

Mr. Cummins. Between 112,000 and 120,000. It depends on—I 
mean, this number fluctuates month by month very rapidly. We are 
growing in Ohio. 

Senator Lauscuz. Why was it so slow in developing in New York? 
Can you give me an answer to that? 

Mr. Cummins. I am not sure. It could have been that the private 
utilities had gone further than they had in Ohio at the time of the 
enactment of REA. I assume that might be one of the answers. The 
other answer could be that maybe the farmers in New York had not 
learned to work together for their common good as they had in Ohio. 

Senator Lauscue. Has the experience been similar in Ohio to the 
one that was described by the lowa man concerning the reduction of 
charges ? 

Mr. Cummins. In most cases we are selling electricity in Ohio in 
the low bracket for a cent and a half and a cent and three-quarters. 
Sometimes in the low-use areas of southern Ohio, along the river, 
Senator, we have areas where the first hundred or 150 kilowatts may 
be a little bit higher than the private companies are charging their 
rural customers. 


Senator Lauscue. You are in favor of this bill on the basis that you 
think it will be more efficient and better operated if it is completely 
disassociated from any control and direction by changing political 
administrations ? 

Mr. Cummins. Yes, sir; I do. 

Senator Lauscue. And you are not tying your argument into 
personal disputes that might be involved in one way or another? 
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Mr. Cummins. No, sir; I am not. I believe, Senator, that our 
Government has a responsibility to the people. I think basically that 
is what our Government is for, is to take care of, to the degree neces- 
sary, the welfare of the people of this country, and I think in the 
REA business the Government has just as much responsibility as they 
would have in the highway business, or the schools, or health. So 
here is an administration setup, a Government agency, to help people 
obtain some of the benefits of life through electricity, and we must 
not let anything happen to the mechanics of that setup until such 
a time as these rural electric cooperatives can afford to seek financing 
elsewhere. And that may be years ahead of us, it may be another 20 
or 30 years. 

Someone spoke yesterday of the fact—I think it was Senator Cape- 
hart—that we have been in this business a long time, 25 years or 20 
years. Actually, the war came along shortly after the enactment, 
and many of the farms were not electrified until 1950. So actually, 
we have not been in the business as along as it might appear. We 
are very young as corporations and as cooperatives al are very 
weak financially yet. And therefore, we need good administration, 
an administration free from any political implications such as you 
could have under some future Secretary of Agriculture, or as might 
happen as a result of actions of the present Secretary under his re- 
organization authorities. 

enator Humpnrey. Thank you very much. Mr. Cummins. 

Our next witness is Mr. Walter Nesbitt, director of the North Ar- 
kansas Electric Cooperative of Salem, Ark. 
Is that correct ? 

Mr. Nesprit. That is correct, Senator. 
Senator Humpnurey. Go right ahead, sir. 


STATEMENT OF WALTER NESBITT, DIRECTOR, NORTH ARKANSAS 
ELECTRIC COOPERATIVE, SALEM, ARK. 


Mr. Nessrrr. Mr. Chairman and gentlemen of the committee, my 
name is Walter Nesbitt. I am a farmer and a director of the North 
Arkansas Electric Cooperative, Salem, Ark. I am convinced that 
the legislation under consideration is of vital importance to farmers 
and other rural people, and that it will well serve all America. I 
favor the Humphrey-Price bill and respectfully urge this committee 
to give it favorable consideration. 

Population trends in many parts of the country are, as we all know, 
from rural to urban areas. This trend creates many problems, in 
supplying electric power to rural areas, that demand solution. One 
of these problems is the number of services, built by rural electric 
cooperatives to serve all the people, that are not producing a single 
penny of revenue. I think I know something of this problem. The 
North Arkansas Electric Cooperative has 9,193 services; 6,518 are 
serving people and the remaining 2,675 are idle. 

Senator Humpnurey. What do you mean by that ? 

Mr. Nessrtr. There are no people there any more. 

Senator Humpnrey. You mean these are farms where people have 
left ? 

Mr. Nessitr. Yes, sir. They were built to serve the farmers there, 
and now the farmers are gone. 
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Senator Humpnrey. When did they leave ? 

Mr. Nessirr. Oh, since the war mostly, but the population trend 
actually in the area has been downward since 1900. 

These idle services cost approximately three-quarters of a million 
to build and the annual payment on this amount to the Government 
is about $35,000. This brings about a problem of survival for the 
cooperative. The average number of the North Arkansas Electric 
Cooperative pays a monthly bill of $7.11. If the services that are idle 
were paying even $5 per month, the gross revenue of the cooperative 
would be increased $160,000 annually; and would be in a good fi- 
nancial condition. But the truth of the matter is that, because of 
these idle services, and because the Southwestern Power Administra- 
tion raised its wholesale rates last year, the North Arkansas Electric 
Cooperative had to raise its rates to its members so that now the 
member who uses 200 kilowatt-hours pays $8.75 monthly whereas he 
formerly paid $7.60 monthly. 

Senator Humrnrey. Do you get most of your power from the 
Southwestern Power Administration ? 

Mr. Nessrrr. About 70 percent, sir. 

Senator Humrurey. Isn’t that a Government installation ? 

Mr. Nessirr. It is a marketing agency of the Department of the 
Interior. 

Senator Humpurey. How much was the rate raised ? 

Mr. Nessrrr. From 5.6 mills to us to 7.6 mills, approximately. We 
furnish our own transformers, such as that. Twenty-seven percent 
is what it amounted to. 

Senator Humrnrey. What is the reason for that substantial in- 
crease ? 

Mr. Nessrrr. That is a good question, sir. I attended the hearings 
on the Trimble bill, that Congressman Trimble introduced to change 
that situation. 

Senator Humpeurey. That is Congressman Trimble, of Arkansas? 

Mr. Nesprrr. Yes, sir. But it seems to me that the dams, such as 
Table Rock in Missouri and Bull Shoals and Norfolk in Arkansas, 
were built as multipurpose dams with certain parts of the cost allo- 
cated to flood control and certain parts allocated to power, and things 
of that sort. Now in August of last year, we heard that they changed 
the formula, so that a lesser amount was allocated to flood control and 
a greater amount allocated to power. 

Senator Humpnrey. Was that done by Congress? I do not 
recall 

Mr. Nessrrr. The Department of Interior, I understand. 

Senator Humpurey. I think we should see if we cannot get a 
statement on this. It does not relate directly to this bill, but it has 
ben mentioned 3 or 4 times in testimony that the Southwestern Power 
Administration is increasing wholesale prices. 

(The information requested follows :) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., June 9, 1958. 
Hon. Husert HUMPHREY, 


Chairman, Subcommittee on Government Organization, Senate Committee 
on Government Operations, Washington, D.C. 
My Dear Senator HumMpHREY: In response to the inquiry of Mr. Miles Scull 
of your staff concerning the recent raise in the power rates of the Southwestern 
Power Administration, we are pleased to furnish the following information. 
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The Flood Control Act of 1944, which authorizes the Secretary of the Interior 
to market power from certain Federal dams, provides that rates, subject to 
approval by the Federal Power Commission, shall be drawn having regard to 
the recovery of the cost of producing and transmitting such power including 
the amortization of the capital investment allocated to power over a reasonable 
period of years. The Southwestern Power Administration is the agency desig- 
nated by the Secretary of the Interior to market power from dams constructed 
by the Corps of Engineers in the four States of Arkansas, Missouri, Oklahoma, 
and Texas. 

We understand that the rate schedules established in 1947 by the South- 
western Power Administration were approved on a temporary basis pending fur- 
ther study as to their adequacy. In 1954, the Department concluded that these 
rate schedules would not repay the Federal investment under generally accepted 
standards because of a combination of factors. Among these factors were rising 
construction costs, revisions of cost allocations, and increases in operating costs 
of the Southwestern Power Administration resulting from contracts with sev- 
eral Rural Electrification Administration-financed generation and transmission 
cooperatives. 

Accordingly, the Department requested the Federal Power Commission to 
approve a revision in rates which, based on a 50-percent load factor, would re- 
sult in an increase inthe average wholesale rate from about 5.5 mills to nearly 
7.0 mills per killowatt-hour. The new rates were approved by the Federal 
Power Commission in 1957. 

We hope that this information meets your present needs. 

Sincerely yours, 


Rocer W. Jones, Assistant Director. 


Mr. Nespirr. That is one of the reasons, sir, we favor this bill. We 
believe if we had an Administrator of the REA who was an inde- 
pendent Administrator, that he would be able to at least raise an 
eyebrow at that sort of a I attended all the hearings in the 
House on the Trimble bill, and I never heard anything like that being 


said. 

Senator Humpnurey. Did the REA oppose this raise, Mr. Hamil ? 

Mr. Hamtiu. Did we o pose the raise ? 

Senator Humreurey. Yes. 

Mr. Hani. I do not think we were called upon to do it. 

And, Senator, I may want to correct this, but I understand that 
was carrying out some contracts or arrangements that had been en- 
tered into several years back, that indicated the raise was necessary 
to amortize the amount of money that was obligated. 

Senator Humpnrey. I thought we ought to look into it to find out 
what the reason for that raise. 

However, I was wondering whether or not you, as a banker, so to 
speak, for the REA, which will be affected by a rise in wholesale 
power prices, registered any position, either for or against the action 
of the Southwest Power Administration ? 

Mr. Haut, I think I took no position. 

Senator Humrurey. It appears that the raise in wholesale prices 
did affect the REA’s that were served by Southwest Power Admin- 
istration ; is that correct ? 

Mr. Nesprrr. That is correct, sir. It raised our wholesale power 
price 27 percent. Now we went along with that because, with our 
shift in our population and farmers Teaving the area, we were not 
really in a position to be able to do it, but went along with it until 
December of last year. And then we put into effect the retail increase 
to our members. Now the man who uses 200 kilowatt-hours, it raised 
his bill by $1.15 a month, which does not seem large, but $1 a month is 
large to the man who just does not have many dollars. 
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Now that is just one problem. And raising the rate is just a make- 
shift solution. I do not like it, and the people of the area do not 
like it. Raising rates to the members does not solve the problem. 
There is a need for the kind of REA program that will help the coop- 
eratives find the real solutions to problems that perplex them. Rural! 
electric cooperatives need the kind of program that has helped them 
through the rough spots in the past. We do not have that kind of 
a program now. For example, I mean this, before the reorganiza- 
tion plan went into effect, I went on to a man’s farm one time, I was 
not director of my co-op, but I found up in the barn loft of this 
man’s farm an agricultural engineer from REA demonstrating to « 
group of farmers how to use a hay dryer. Now since reorganization 
we do not have that kind of service provided for us when we need it. 
Now I do not know that 2 and 2 always make 4, but I do know that 
before reorganization we had that service, and after reorganization 
we did not. 

There is a fear among some farmers, I know, and I share that feel- 
ing, that the Secretary of Agriculture is doing somewhat less than 
he could be doing in seeing to it that the people of rural America 
have an electrification program that will be responsive to their needs. 

Just last Saturday two farmers came up to me—I did not invite 
them to, and they did not know I was coming to Washington—and 
they talked to me about this same problem. And one of these men 
said something like this, that “Whenever I see REA and the name 
Benson in the same paragraph in any publication it just scares hell 
out of me.” Now I do not know whether that is common or not 
over the country, but if it is, if it is widespread, then I submit to you, 
gentlemen, that it is a dangerous thing for the country. Because after 
all, these men were not radical men, they were conservative farmers 
and good farmers, and I count myself a conservative, and I could 
give you their names and their addresses. I could not give their tele- 
phone numbers because neither they, nor I, have a rural telephone. 
The telephone program has not gotten into high gear that far out. 

I believe, gentlemen, that the Humphrey-Price bill will restore to 
the people such a program as they need. I respectfully urge its enact- 
ment and thank you. 

Senator Humpurey. Thank you very much. 

I would like to ask Mr. Hamil, who is here with us, in reference to 
the services that were mentioned, the curtailment of that type of service 
the witness referred to. Mr. Hamil, I thought maybe the witness 
would like to know 

Mr. Hamu. Mr. Chairman, I would like to say this to you, that I 
feel we have one of the ablest field men REA has, Mr. Lou Sprain, in 
this area, and if Mr. Lou Sprain is not giving the necessary services 
that Mr. Nesbitt referred to, I have not been advised of it. 

And one of my ablest area directors is Mr. Reginald Cole, who is in 
charge of that area. He has received an outstanding service award for 
what he has done in his area. 

If we are not providing the services that are necessary in that area, 
we are able and willing to provide them. 

Senator Humenrey. Mr. Nesbitt, do you have any comment? 

Mr. Nespirr. Thank you, sir. 
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T just only know that before reorganization we had it, and now, 
after reorganization, we do not. Now, whether there is any connection 
between that, I do not know, but it leaves in the minds of the farmers 
that there might be. 

Mr. Hamrn. May I ask a question ? 

Senator Humpnurey. Mr. Hamil. 

Mr. Ham. Has Mr. Nesbitt ever asked Mr. Sprain for assistance 
that he has not been able to provide in an advisory capacity ” 

Mr. Nessrrr. No, sir. I know Mr. Sprain, and [ have met him, and 
TI have not asked him any questions like that. 

Mr. Hamu. We feel he is one of our very best. If Lou Sprain is 
not getting the job done, I am going to have a lot of trouble around 
this country. 

I want to add there, I have not received a complaint from anywhere 
in the country—I do not wait for complaints, Senator. If there is an 
area, and I know that in this area you have economic factors over whic! 
I personally have no control—— 

Mr. Nessirr. That is right. 

Mr. Hani. I can sympathize with the situation that is there. We 
want to do anything we can to keep that cooperative in a good, strong 
financial position. Weare ableand willing. Congress has made funds 
available to me, we have men who are efficient in advising you and 
members of your cooperative, your management, and we will give you 
any able assistance that you need, and all you have to do is to let me 
know. If your services are not satisfactory, address that letter to 
David Hamil, Administrator of REA, Washington, PD. C., and write 
“Personal” on it. T open all that mail myself. 

Mr. Neserrr. I appreciate that, sir. 

Senator Humenurey. Thank you very much, Mr. Nesbitt. 

Thank you, Mr. Hamil, for your attention to this matter. 

The next witness is Mr. Larry Potamkin of Washington, D. C. 


STATEMENT OF LAWRENCE POTAMKIN, ATTORNEY AT LAW, 
WASHINGTON, D. C. 


Mr. Poramxin. Mr. Chairman, I appreciate being called with the 
out-of-town witnesses because I, too, have a long ride home to Chevy 
Chase this evening. 

Mr. name is Lawrence Potamkin, and I am a member of the law 
firm of Wise & Potamkin here in Washington, D. C. From 1939 
to 1947, I was a member of the legal staff servicing REA, first as a 
member of the Legal Division of REA, and then as a member of the 
Solicitor’s Office of the Department of Agriculture, furnishing legal 
services for REA. 

Senator Humpurery. Up to what time, Mr. Potamkin ? 

Mr. Poramxin. From 1939 to 1947. 

Senator Humpnrey. Thank you, sir, I missed that. 

Mr. Poramxtn. I have submitted a prepared statement, which is 
largely a research job. The NRECA asked me to research, from the 
record, and from my files and memory, the proof of why the Pace Act 
was passed. Except for the time that it took, that was the easiest 
research job I ever had in the sense there can be no disagreement. 
From its inception, from the time of the hearings on the bill, the dis- 
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cussion on the floor, after the passage of the bill, the pronouncements 
and the actions of the Administrator and his staff, the actions of the 
Appropriations Committee, which each year would ask the Adminis- 
trator and his staff, “Now, how are we going to get service to these 

eople in the thin areas?” and so on—there can be no doubt whatsoever 
but that the Pace bill was passed to encourage and enable the coopera- 
tives to reach out into the thinnest areas. And the pressure was kept 
on them, both by provisions in the loan contract, and, as was brought 
out by one manager this morning, by actually telling them, “We are 
not going to consider your application for this loan unless you show 
us you are going to go into the thin areas, too.” 

Now, as I say, the record is perfectly clear on that, there is no room 
for argument. 

The last part of my statement is concerned with my experiences 
within the legal division, you might say, of REA during that period, 
and, in my opinion, as to what the independent right of action of the 
Administrator had to do with effectuating the purposes of the Pace 
Act. It was a pleasure to work there at that time, and I think, now, 
although there is quite a change. In those days you had a closely knit 
small organization with a man at the top who was devoting full time 
to it, and you could go to him for the answers. You did not have to 
wait, you did not have to take too much time, because he knew nine- 
tenths of what was involved before you went to him. 

I have set forth in my statement a few incidents from the time of 
John Carmody, who, you will recall, was the second Administrator. 
And I think everyone agrees there would be no REA program today 
if it had not been for John Carmody. Some the things he did were 
pretty unusual, but they had to be done if you wanted to have an REA 

rogram. I just want to take time to mention one of those things. 

his would happen: A cooperative would come in, just organized, and 
apply for a loan, and a utility company in the area would start to 
build spite lines into the good areas—skimming off the cream, we 
called it. If those spite lines were built, you would have no coopera- 
tive. You needed the area coverage, the good and bad mixed to- 
gether, otherwise it was not feasible. You would have pockets of 
unserved farmers for long periods—maybe you would still have them. 

John Carmody in a number of cases got on the telephone and called 
an engineer and said, “Get right down there and stake those lines.” 
And he called the contractor and said, “You get right down there and 
build those lines.” And there was no loan contract yet, there was no 
engineering contract, there was no construction contract. It was a 
headache for the lawyers later to straighten out, but the lines were 
there, were built, and you saved the cooperative. 

Now you might say that that sort of situation doesn’t exist today. 
Perhaps not quite as dramatic a situation, perhaps not one where you 
have to give an answer on the telephone just like that, but time is still 
important in all these things, and always will be. 

Now I know the staff at REA—I cannot compare it with other 
agency staffs that I do not know, but they are as fine a group as you 
are going to find. And they have, in my opinion, an Administrator 
who equals his staff. 

Now what possible sense does it make to take a man appointed by 
the President, and confirmed by the Senate, and not let him have the 
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final decision? I am talking about the thing Senator Smith was talk- 
ing about yesterday—just plain commonsense efficiency. That is all. 
You have to cut it off somewhere, the line of authority. You can have 
review upon review upon review, but sometime you have to reach a 
decision. Now it would seem that when you reach the level of a man 
who has been appointed by the President, and confirmed by the Senate, 
you have reached that point. And then, as far as the morale of the 
group working—I have not discussed this with the staff, I am talking 
about my own feelings—to know that you can get right to the man and 
get the answer from him, the authoritative answer, and that is it, 
makes an awful lot of difference; and, to the cooperative, to know 
when they sit down with a man to discuss their problem, they are 
hearing the final word. 

And I can see no rhyme or reason for reviewing, on a routine basis 
as this, all applications of a certain type, past the administrative level. 
You have the competency there, and if the reviews that take place 
before the Administrator’s desk, and his review, are not enough, 
then I submit no amount of reviewing is going to be enough. Those 
loan packets could be that thick. Now what is going to happen? Is 
someone else after the Administrator going to go over that? Is the 
staff going to have to go back and answer questions for him and edu- 
cate him on the matter, too? It just makes no sense. 

And for that reason, primarily, from my own experiences and my 
own feeling at a time when they could act independently, I submit, sir, 
that there is no possible reason for not stopping the line of authority 
on the making of loans with the Administrator. 

Thank you, sir. 

Senator Humpnrey. Thank you very much. 

This reminds me of some of the experiences you have in chain bank- 
ing. Large chain banks, will say that the bank in town X is an 
independent bank, the president or the cashier of that bank can make 
the loan, and that they have their own little loan board and their own 
Mr. X, their Mr. Big. But the truth is that there is always another 
Mr. Big off in Minneapolis or St. Louis or Chicago. So that you really 
just do not always have the authority. 

I have sat in on situations like this, where Mr. Z in Minneapolis 
will say, “Well, we always get along fine with Mr. X out at Wilmer 
Minn., never have any Eaigpdeomeas; we work out all these things.’ 
All Mr. X does is to consult once in a while with Mr. Z. Then sud- 
denly one day Mr. X disappears. There is not much trouble over 
loans, he just is not there anymore. And the merchants in town have 
to get all reacquainted with someone else. 

I gathered here yesterday that there is a very cordial relationship 
between Mr. Scott and Mr. Hamil. 

Mr. Poramxtn. I do not think there is any question about it. 

Senator Humenrey. There is no doubt they have a very fine rela- 
tionship. I still do not know what Mr. Scott does, and apparently 
neither does he. And I say that most respectfully. He does not know 
what his orders are. 


Because if he does, he did not divulge them to the committee. 
If I am wrong, I will apologize. I asked him to place in the 
record a written statement as to exactly what his duties are relating 
to Mr. Hamil and what his authority is. The Secretary testified there 
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is no such written statement, no directive; it is a request. And yet 
when I asked whether or not the request was one that Mr. Hamil 
thinks he has to abide by, Mr. Hamil said “Yes.” But when I asked 
Mr. Scott if it was one that carried with it authority, he was not 
sure. 

(The statement requested follows :) 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, June 11, 1958. 
Hon. Husert H. HUMPHREY, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate. 

DEAR SENATOR HuMpHREY: This refers to the request which you made during 
the hearings on S. 2990 on June 6, 1958 (p. 367 of the transcript), for a written 
statement as to what my duties are relating to REA. 

Under a delegation of authority from the Secretary, which is presently in 
effect, my authority as Director of Agricultural Credit Services is to exercise 
general direction and supervision over the credit agencies of the Department of 
Agriculture. The Rural Electrification Administration is one of these agencies. 
In this capacity, the Administrator of REA reports to me. 

In addition, the regulations of the Department provide that the heads of 
agencies, which includes the Administrator of Rural Electrification Administra- 
tion, have specific authority by delegation from the Secretary to direct and 
supervise their agencies, including the authority to execute documents, authorize 
expenditures, and, among other things, to promulgate rules and regulations. In 
accordance with the oral understanding between the Secretary, the Administra- 
tor of REA, and myself, which was discussed in the hearings, the Administrator 
refers to me for my information and possible discussion all new applications 
and all contemplated loans of $500,000 or over. 

The Assistant Secretaries of the Department have the authority, by regula- 
tion, of the Secretary with respect to agencies reporting to them. This authority 
does not extend to me. As the Secretary and I testified during the hearing, the 
authority to approve or reject loans has been delegated to Mr. Hamil. 

I hope this clarifies the questions which you had in mind. 

Sincerely yours, 
K. L. Scorrt, 
Director, Agricultural Credit Services. 


Senator Humrurey. Well, that is a poor way to run a railroad, and 
it is a worse way to run a department. That is my view. I am not 
arguing about this, there is no use in our getting into an argument as 
to whether or not the REA is doing well now, that’s not the main issue 
at all. 

By the way, I want to ask if anyone is here from the Department ? 
Mr. Hamil, of course, is here from REA. I would like to have the 
loan request, the Budget Bureau requests for loan funds for fiscal 1953 
through fiscal 1959. I would also like to have you prepare for this 
committee what the Congress actually appropriated and why, because 
I think you will find in so doing that one reason for the remarkable 
REA record that has been referred to here is that the Congress has 
given you the money to do the job, and there has never been enough 
money asked for. I do not believe in any one year an adequate 
amount of money to meet the loan requirements has been requested. 
I think this is something that this committee ought to have on record. 

Now I happen to be a member of the Committee on Agriculture, 
where we discuss these matters, and I have been interested in the 
Committee on Appropriations’ Agriculture Subcommittee. I am 
always present when those meetings take place, and at discussions in 
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the Senate, and I believe you will find the administration’s Budget 
Bureau request is much less than the actual amount of money ulti- 
mately appropriated by the Congress. It is because of the amount of 
money appropriated by the Congress that Mr. Hamil and his prede- 
cessor, Mr. Ancher Nelson, who is from my State, were able to service 
the requests of the REA cooperatives. 

I still believe that the amount of money that was requested this year 
was about half the need indicated by the survey. Is that correct, 
Mr. Hamil ? 

Mr. Hamm. The amount that was requested, Senator, from a direct 
congressional appropriation ¢ 

Senator Humparey. Yes; was about half? 

Mr. Hai. The balance was to be raised from outside sources, and 
I am quite certain, had it not been enacted, a supplemental budget 
necessary to provide the needed moneys for REA would have been 
requested. 

enator Humpurey. Yes, sir. 

Mr. Potamkin, I will ask that your full statement be placed in the 
record at this point. 

(The document referred to follows :) 


STATEMENT OF LAWRENCE POTAMKIN, ATTORNEY AT LAw, WASHINGTON, D. C. 


Mr. Chairman and members of the committee, my name is Lawrence Potamkin. 
I am a member of the law firm of Wise & Potamkin of Washington, D.C. From 
1939 to 1947, I was a member of the legal staff servicing REA. I have been 
requested by the National Rural Blectric Cooperative Association to furnish to 
your committee, from the record and from my recollection, answers to the 
following questions about the Pace Act of 1944, which among other things fixed 
the interest rate to REA borrowers at 2 percent and extended the permissible 
loan repayment period from 25 to 35 years: Why did Congress make these 
changes in the Rural Electrification Act? How were these changes interpreted, 
and how were they applied by REA? What part did the right of independent 
action by RBA play in accomplishing the purposes of the Pace Act? 


WHY DID CONGRESS PASS THE PACE ACT? 


The record clearly establishes that Congress, in 1944, fixed the interest rate for 
loans to RHA borrowers at 2 percent and extended the permissible loan repay- 
ment period from 25 to 35 years in order to encourage and enable the coopera- 
tives to extend central station electric service to all who wanted it—in short, to 
make area coverage possible. 

At the House hearings on the amendments every statement made as to their 
purpose, whether made by a witness or a member of the committee, made this 
clear. The following excerpts will demonstrate this fact: 

“Mr. RANKIN. Mr. Chairman and gentlemen, I shall take just a moment to say 
that the three main points in which we are most interested are the provisions 
lowering the interest rate on loans to the cooperatives; the removal of the ceil- 
ings on the amount that Congress may allot for that purpose; and the extension 
of the time of payment. That does not mean that they have to take this time. 
I have had a quarrel with my cooperatives for not taking more time, because I 
have two that have already paid out, and I did not want them to do it; J wanted 
them to take that money and build lines to the little fellows across the creek 
and on the side road and beyond the pasture. 

* * * * * * * 


“T want to see every farm home in America electrified at the lowest possible 
rates. In order to do that, it is necessary to lift the ceiling on the amount that 
may be allotted for that purpose, and it is necessary to give the cooperatives 
more time in which to pay the money back; likewise, it is necessary to reduce 
the rate of interest that they have to pay.” [Italics supplied.] (Hearings on 
H. R. 4278, 78th Cong., 1st sess., p. 39.) 
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Previously, in discussing a change in the interest rates, Congressman Rankin 
had said: “* * * I have come in and made the proposition that you accept this 
change, with two others I am going to mention in order to make it as feasible 
as possible, to electrify the rest of the farm homes of America, whenever material 
is made available” (ibid, p. 20). 

* * * Rg a * Of 


“Mr. Pace. I think I reflect the sentiments of the members of this committee 
when I say that we are in full accord with you in wanting every farmhouse in 
the United States to have the benefits under this program” (ibid, p. 40). 

“Mr. NIcHOLSON (Deputy Administrator of REA). * * * That provision would 
enable a certain amount of financing to be done in some of these thin areas * * *. 
That provision would solve the problem of some farmers in thinly settled rural 
communities” (ibid, p. 52). ; 

Mr. Wickard, then Secretary of Agriculture, sent the committee a letter in 
which the same position was taken (ibid, pp. 59, 60). 

Thus, the hearings of the House committee definitely established that the 
sponsors of the amendments intended to encourage and enable the cooperatives 
to extend service into all rural areas, no matter how thinly populated. The wit- 
nesses and members of the community, by their testimony and statements, showed 
that they, too, considered the advisability of these changes in the Rural Electri- 
fication Act from the same viewpoint. 

No hearings were held on the bill by the Senate committee: 

“Mr. BUSHFIELD. Mr. President, { should like to ask the senior Senator from 
South Carolina a question. 

“There have been no hearings held on this bill by the Senate committee; 
have there? 

“Mr. SmirH. No” (90 Congressional Record, May 2, 1944, p. 3835). 

There was, however, discussion on the question on the floor, in both the House 
and the Senate. 

In the House, Congressman Poage made the following statement: 

“Mr. Poace. This bill takes a long step in the way of providing rural electrifi- 
eation for all of the farms of America. It does it is a twofold manner, by 
reducing the interest rate and extending the period of time, so that lines can 
extend to these remote areas spoken of by the gentleman from Idaho [Mr. 
White]. In these great wide open spaces we find the greatest need of the 
service. This bill simply gives these people the opportunity they need to pay 
back the money loaned to them” (90 Congressional Record, March 6, 1944, 
p. 2286). 

And Congressman Rankin said: 

“Mr. RANKIN. This bill contains the three main provisions of the Rankin- 
Russell rural electrification bill. One raises the amortization period from 25 
to 85 years; another one reduces the interest rate to these cooperative power 
associations to 2 percent, and the other takes off the restriction as to the 
amount that may be provided for rural electrification each year. 

“Extending the amortization period to 35 years and reducing the interest rate 
to 2 percent will enable these cooperative power associations to build a large 
number of short lines out to reach individual and isolated farmers. What we 
are trying to do is to reach them all. We have gone from 10 to 40 percent in 
electrifying the American farms in the last 8 years, but we want to reach all 
and to make it possible for every farmer in America to enjoy these benefits” 
(90 Congressional Record Mar. 6, 1944, p. 2284). 

In the Senate, Senator Russell pointed out that the bill reduced the interest 
rate to the cooperatives to 2 percent. He then called attention to the increase 
in the permissible loan repayment period from 25 to 35 years, and said: 

“That is one of the major changes I desire to call to the attention of the 
Senate. It is not because of the fact that these rural electric cooperatives that 
have borrowed these funds need the 35 years to repay present loans. Nearly 
1,000 cooperatives have anticipated their repayments, and only a few of them 
are in arrears on their payments. Most of them have already paid a great 
many obligations which have not matured. Some have purchased war bonds. 
The proposed extension from 25 to 35 years is made because of the fact that 
under existing law there is a limit on the number of farms in each mile that 
can be served. The more thickly settled areas have largely been reached with 
electricity. If those who live in the more remote sections are to be reached 
it will require a little more time to amortize than at present” (90 Congres- 
sional Record, May 2, 1944, p. 3839). 
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There are other references in the Congressional Record to the purpose of 
these amendments—all to the same effect, namely, to enable the cooperatives to 
do a complete job of electrifying rural America. There can be no difference 
of opinion on this point. 


HOW WAS THE PACE ACT INTERPRETED AND HOW DID REA APPLY IT? 


When President Roosevelt signed the Pace bill, he issued a statement which 
said in part: 

“The Congress has thereby materially advanced the program of the Rural 
Hlectrification Administration by including in H. R. 4278 permanent authoriza- 
tion for the loan funds required in the program, and provisions liberalizing the 
terms of rural electrification loans. These provisions will make it possible to 
bring electricity to many more thousands of farm homes which could not 
previously be served.” [Italics supplied.] 

Mr. Neal, then Deputy Administrator of REA, sent a memorandum “To the 
Board of Directors, Superintendents and Managers of All Borrowers,” in which 
he notified them of the enactment of the Pace bill and stated what some of REA’s 
new policies would be. He told them that their interest rate would be 2 percent, 
and that, as to the maturity date on loans: 

“Notes (other han refunding notes) issued after the effective date of the act 
will generally be payable over a period of 35 years. With respect to notes pre- 
viously issued, the maturity date will be extended in such cases where the 
Administrator finds that such extension will enable the borrower to supply elec- 
tric service to unserved persons in rural areas, will improve the Government’s 
security, or will increase the likelihood of self liquidation of the loan. If such 
extension would enable the borrower which you represent to render additional 
service, it is suggested that you transmit an application for such extension. The 
application should be accompanied by supporting data.” [Italics supplied.] 

Although I do not have copies of the documents involved, I know that the 
Solicitor of the Department of Agriculture wrote a comprehensive legal opinion 
on the Pace Act for the Administrator of REA in which he stated its purposes 
to be as set forth above, and internal instructions were issued to the staff of 
REA along the same lines as the memorandum sent to the borrowers. 

Immediate steps were taken to incorporate a covenant by the borrower, that 
it would practice area coverage, in all loan contracts, both old and new. The 
amending loan contract to extend the repayment period on existing loans and 
new loan contracts both contained the area coverage covenant. In the present 
loan contract form, the provision is as follows: 

“Article IV. Particular covenants. * * * 

“Sec. 6. The borrower shall make diligent effort to extend electric service to 
all unserved persons within the service area of the borrower who (a) desire such 
service and (b) meet all reasonable requirements established by the borrower 
as a condition of such service. At such time or times as the Administrator 
may require, the borrower shall make diligent effort to obtain applications for 
membership in the borrower or subscriptions to its capital stock, as the case may 
be, from all such persons, and shall accept such applications or subscriptions by 
appropriate corporate action.” 

I believe that the original provision was in the same language but, if not, its 
purport was certainly the same. 

It is my recollection that there was a time gap between the passage of the 
Pace bill and the preparation of the new forms of loan contacts. In that interim 
period, a cooperative applying for a lon had to submit a resolution of its board 
of directors that it would practice area coverage. 

RBA did not rest content with merely sending out memoranda, getting resolu- 
tions and amending loan contracts. It also did everything else it could to make 
sure that those living in the thinly populated areas received electric service. 
If the map submitted in connection with an application for a new loan did not 
clearly demonstrate that service was to be extended throughout the entire area, 
REA sent its field representatives to the area to investigate the situation. If 
it was found that there were persons in the area who wanted service but whom. 
the borrower did not propose to serve—at least at that time—RBA not only 
sought to convince the borrower that it should serve them, but even, when neces- 
sary, refused to make the loan until the borrower agreed to serve them. REA 
considered the Pace Act a mandate to it to do everything it could to bring service- 
to all parts of and persons in rural areas. 
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And the cooperatives, generally, also took this obligation seriously. In most 
cases, there was no problem in getting the cooperative to go in for area coverage— 
it was quite willing, even eager, to do so. And the fixing of the interest rate at 
2 percent, and the lengthening of the loan repayment period to 35 years, meant it 
was now feasible for the cooperative to go into thiny populated areas that were 
previously beyond its economic reach. 

Congress, itself, was not content merely to pass the Pace bill, Neither its 
interest nor its activity in the extension of area coverage stopped with the enact- 
ment of the amendments. Year after year, in the hearings on appropriation bills, 
Congress kept up the pressure for area coverage. Thus, shortly after the Pace bill 
became law, in the House hearings on the Agriculture Department appropria- 
tion bill for 1946, we find the following discussion : 

“Mr. WHITTEN. I am wondering what your setup provides to require the present 
association there to extend its lines so as to have this overall coverage of the area 
which I think is a great advance in your planning of electrical systems under 
your setup. 

“* * * Tf the cooperative is not interested in connecting these new consumers 
because it will involve a little bit of expense, and they will not make any money 
on this particular connection, and I have no reason to believe that is their at- 
titude what means do you have to see that the local association connects these 
other folks who might want service from them? 


* * * * # * * 


“Mr. Nea. In those six counties there are 60,000 homes without electric service. 
We sat down and talked things over with that cooperative, the manager, and, I 
believe, some of the board members * * *. 

“In the first place, in giving consideration to an extension of existing notes 
from 25 to 35 years, we appraise it primarily upon the basis of increasing the 
ability of that cooperative to serve the thinner and more sparsely settled areas. 
When the cooperative applies for funds, it submits an application which includes 
a map showing the people who have signed up, with the houses designated, and 
the ones who have not signed but who are considered potential consumers. When 
we make an allocation of funds for primary lines it provides sufficient funds 
to serve all of the people who have signed up and are included on that applica- 
tion and to serve at least half of the unsigned ones. ‘That is our policy. 

“In considering applications from now on, provided we have adequate loan fund 
authorizations, so we can do it, we will consider them pretty generally on an 
areawide coverage basis rather than upon the basis of a single line or extension. 

“On the basis of area-wide coverage, retail rates will be established and the 
budget set up. We have what amounts to an agreement between REA and the 
cooperatives to do these things. [Italic supplied.] 

“If the board of directors of that cooperative decided that it did not want to go 
ahead on an area coverage basis and complete the job, this is the time we need to 
know about it, because there is still enough territory and enough unserved people 
that we could work with them in order that they could set up their own co- 
operative. 

“As you might expect, there have been a few cases where people, who manage 
the cooperatives, have lost interest in serving those people that are more distant. 
However, in my visits to about 20 States in the last 6 or 7 months, I have found 
that when you get the boards of directors and the managers all together and talk 
things over, they are 100 percent for doing an area coverage job in every State 
in which I have gone into the matter to that extent. 

* * * * * e a 


“Mr. WHITTEN. The point of my question is whether you have permitted these 
older cooperatives to go in and get the cream of the crop and, in a way, do the 
same thing that the public utility companies may have done in the past. 

“Mr. NEAL. I assure you that it is not the policy of this Administration to en- 
courage the cooperatives to follow the same course that the utilities have 
followed. 

“Mr. WHITTEN. Of course, with your new cooperatives you probably can have 
an understanding at the time the grant is made. That is, when they submit to 
you the list of those they have signed up, you can require them to take on addi- 
tional folks to have an overall coverage before the application is approved. 
But you are not in as strong a position with those already organized. Do you 
have any way, under the present set-up, if the present cooperative * * * should 
fail and refuse to give adequate coverage of the county—do you have any way of 
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lopping off that part of their system, which is in * * * (the) county and take it 
in with the rest of the county so as to make an economical, self-liquidating 
roject? 

. “Mr. NEAL. I do not know whether we could force the cooperative to lop off 
part of its lines if it did not want to do so. But I do not know of any case so 
far where we have not been able to sit down with the cooperative’s board of 
directors and talk things over and find a way to do the job. I am sure we are 
going to be able to do it in this case. 

“Mr. WHITTEN. I am vitally interested in this overall coverage because, while 
your job may be to get the current to those residences that are now there, from 
my point of view it is just as vital to get the current to the entire area, because 
the residences and development will follow. It will be important to the develop- 
ment of the areas that are not now developed. 

“Mr. NEAL. That is exactly the philosophy we have, too. 

“Mr. NIcHOLson. We want to make these allotments on an area basis so far 
as possible * * * in our consideration of the loan application, we could make 
available the money for the total projects as we envision it, thus taking care of 
this problem of area coverage at the time when the matter is before us for con- 
sideration and when the obligation of the borrower for adequate coverage can 
best be established.” (Pp. 842-845.) 

I have set forth the discussion at these hearings rather fully so as to illus- 
trate the great interest of Congress in area coverage—to show how closely it 
followed the problem and how consistent its pressure was to bring service to all 
parts of rural America. At subsequent hearings, on the appropriation bills for 
later years, we find the same keen interest, the same unceasing pressure. 

In the House hearings on the Agriculture Department appropriation bill for 
1947 (pp. 1519-1522, 1524-1525), Congressmen Whitten and Traver, and some 
other committee members, engaged Mr. Wickard, at that time Administrator of 
REA, and Mr. Neal in a similar type of discussion, having in mind the neces- 
sity of accomplishing area coverage. Later in the same hearings (pp. 1536, 
1537), Congressman Andersen discussed the matter with Mr. Wickard, still with 
the same purpose. 

Again, in the House hearings on the Agriculture Department appropriation 
bill for 1948 (pp. 1587, 1952) the process was repeated, with Mr. Wickard ob- 
serving: “We have, of course, one other requirement which grows out of the 
so-called Pace Act. If we give them the longer period for amortization of 
their loans, they obtain it on the pledge of area coverage.” 

Mr. Whitten pressed the same point—the necessity of getting service into the 
thinly populated areas—with Mr. Wickard in the House hearings on the De- 
partment of Agriculture appropriation bill for 1949 (p. 511). 

In the House hearings on the Department of Agriculture appropriation bill 
for 1950, page after page shows the great concern of Congress and the REA 
for the accomplishment of area coverage (pp. 676-678, T06—709, 1005-1007, 1017). 
In the course of the discussion, there were references to the purpose of the Pace 
Act. 

“Mr. Wickarp. Of course, we have a further obligation, or we felt that we 
have, under the more liberal loan terms that were granted under the Pace Act 
in 1944. When the borrowers come to us with proposals to lower rates be 
cause of longer amortization period and lower interest, we say: ‘You must 
pledge to us that you are going to serve everyone in your territory.’ 

“So we are using those fatcors and those arguments to get the directors of 
these cooperatives to adopt an area coverage program. 

s a * oe a © * 


“When we grant advantage of the Pace Act, which is 2-percent interest and 
35-year amortization period, we require them to take some board action which 
will bring about complete area coverage in that territory.” 

In the House hearings on the Department of Agriculture appropriation bill 
for 1951, the process was continued (pp. 980, 984, 1073, 1741, 1764), with the 
Congressmen making strong statements on their desires that complete area 
coverage be accomplished. 

And so the story goes—a consistent and never varying story. Congress passed 
the Pace Act to accomplish area coverage. This was clearly understood by all. 
REA and the cooperatives accepted the benefits of the Pace Act with that 
understanding. And Congress never stopped pressing for it. 
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HOW DID THE INDEPENDENT FUNOTIONING OF REA ASSIST IN ACCOMPLISHING THE 
PURPOSES OF THE PACE ACT? 


There is no doubt whatsoever, in my mind, but that the ability of REA to 
function as though it were an independent agency had much to de with accom- 
plishing the purposes of the Pace Act. In the first place, new policies were 
expeditiously formulated and placed into effect. When the cooperatives were 
told by the Acting Administrator, and later the Administrator, what was ex- 
pected of them, they knew that that was it—that was the authoritative and 
final word. They could always discuss their problems with the man who could 
give them the final answer—and he was a man who spent full time studying 
their problems, a man who understood their problems. And, conversely, that 
man could go directly to them and tell them what he expected of them and 
why. Without this direct contact between the responsible parties on both 
sides—in the Government and in the cooperatives—these gratifying results 
could never have been brought about. 

I think the committee would be interested in this little bit of earlier history, 
because it has a real bearing on the question before it. The second Admin- 
istrator of REA was John Carmody. When he became Administrator, there 
was serious doubt whether there would be a rural electrification program. 
There was a Rural Plectrification Act and there were loan funds available, but 
there was no working program as yet. Not many loans had been made or lines 
built. It seemed that the program could not get started—and many said it 
just wouldn’t work. But John Carmody made it work. As the Administrator 
of an independent agency, he had complete freedom of action—and he used that 
freedom with amazing ability and courage. 

For example: There were instances where a cooperative had been formed, 
but had not yet built its lines—in some cases, it had not even executed a loan 
contract. Mr. Carmody would receive word that a power company was going 
to build “spite lines” immediately, and skim the cream off the cooperative’s 
territory. This would destroy the cooperative project and leave pockets of 
thin areas that would not be served for years, if ever. Any delay would be 
disastrous. But there was no delay, because Mr. Carmody knew the situation 
and had the power to act as he thought proper. So he telephoned an engineer 
and a contractor and told them to start staking and building the cooperative’s 
lines immediately. They did—and the project was saved and the people were 
served. The contracts—the loan contract between the cooperative and the 
Government, the engineering contract between the cooperative and the engineer, 
and the construction contract between the cooperative and the contractor— 
were taken care of later. 

These were brilliant and daring moves. Yet they were necessary moves 
if there was to be a rural electrification program. And they could not have 
been made if the Administrator lacked the power of independent action. 

It may be argued that the type of situation just outlined could not occur 
today and therefore there is not the same need for independent action by the 
Administrator. The answer to that argument is that although this precise 
situation may not occur today, there will be others in which the same type of 
immediate action by a man who knows and understands the problem—by the 
Administrator—will be needed. 

I want to tell you another story about John Carmody which has a direct 
bearing on the issue here. In 1939, just a day or two before the annual May 11 
birthday party of REA, it was announced that REA was to be made an agency 
in the Department of Agriculture as of July 1. I’ll never forget that birthday 
party. John Carmody was violently opposed to the move—and he expressed 
himself fully and freely. One of the things he said was that there was an 
optimum size for each organization and the size of REA at that time was the 
optimum size for it. He spoke out of his knowledge and experience as the 
man who had built the solid foundation of the program. I have always 
believed he was right. 

Fortunately, after REA became an agency within the Department of Agri- 
culture, it was still permitted to operate essentially as an independent agency. 
With one slight exception created by unusual circumstances, the Administrator 
made all decisions. The Secretaries of Agriculture followed a hands-off policy. 
As a result, REA was able to continue the fine accomplishments which John 
Carmody had begun. 


27304—58——-13 
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I want to draw upon another of my personal experiences when I was a mem- 
ber of the legal staff servicing REA. When Mr. Wickard was Administrator, he 
created a factfinding committee to furnish him with all the facts involved in 
every application for a generating or transmission loan. I was chairman of 
that committee, and the other members were two engineers and a rate specialist. 
Our job was to make certain that Mr. Wickard had all the facts—and the actual 
facts—which he would need to enable him to decide whether to make the loan. 

I remember how hard we would work to get this information, and how care- 
fully we set it forth in writing. Despite all this effort and care, however, it 
was almost always necessary to have conferences with Mr. Wickard to discuss the 
facts further. And it was often necessary for him to meet with the representa- 
tives of the cooperative as well. I hate to think what would have happened, if, 
after all, Mr. Wickard had not been able to make the final decision—if he had had 
to obtain the approval of someone else, especially when that someone else was un- 
trained in such matters. 

It must be kept in mind that these studies in connection with applications for 
loans for generation and transmission are very technical. They would be incom- 
prehensible to anyone who was not technically trained, or who had not worked 
on such matters on a regular basis. It would have been a long and arduous task 
to educate such an untrained person to a full understanding of the application, if 
it were possible at all. I am sure that many of the loan applications which were 
approved, and which were extremely important to the program, would have died 
of old age. 

And it must be kept in mind that low wholesale power costs were a necessity 
for area coverage—and a loan for generating and transmission facilities was 
often the key to low wholesale power costs. So the ability of the Administrator 
to act promptly and finally on these loan applications was extremely important 
to carrying out the purposes of the Pace Act. 

From my own experience, I can see no rhyme or reason for any regular or 
routine review of the Administrator’s actions. Since REA is an agency within 
the Department of Agriculture, I can see the need of the Administrator reporting 
to the Secretary, as the Administrator previously reported to the President when 
REA was an independent agency. But I cannot see any justification for not 
leaving with the Administrator the right and power of complete and final action, 
subject only to the general direction and supervision of the Secretary as previously 
practiced by the President. 


Senator Humpurey. Senator Curtis. 

Senator Curtis. Thank you, Mr. Chairman. 

I would like to add to that request on those budget matters a request 
for the similar material from the year that REA was created. 

Senator Humpurey. I would trust you would not mind excluding 
the war years. There were hardly any lines being built from 1940 to 
1946. 

Senator Curtis. I think everyone understands those were war years, 
and we won’t draw any unfair comparisons. But I would like to have 
the whole story on this material that the chairman requested from 
1953 on. I would like to have it from the beginning of REA. And of 
course, we both want to include supplemental requests—do we not ? 

Senator Humpurey. All moneys. 

(The information requested follows :) 
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Senator Curtis. And if you have knowledge that after the Congress 
is considering something the executive comes in and agrees to the addi- 
tional amount, why, note that. I am not suggesting you note it as a 
request to the budget but what the position is. 

I would like to ask, whom do you represent ? 

Mr. PoramxKrn. I am here at the request of the NRECA. I pre- 
pared this statement at their request. 

Senator Curtis. Do you represent any local REA’s? 

Mr. Poramxtn. Only as of counsel. In other words, they all have 
their local counsel back home, but we sometimes assist those local 
counsels in particular cases. 

Senator Curtis. Well now, do you have any local REA’s that since 
1958 have had their Joan applications turned down, and who have been 
denied REA money, where you feel the facts warrant they should have 
received them ¢ 

Mr. Poramxin. Senator, I have no knowledge of that, and I do not 
get into that type of work. 

Senator Curtis. So far as I know, no one else has. 

This program exists for rural America, for the farmers, and if we 
are getting the job done, why, that is what I am interested in. 

The abstract principle, as to the chain of command—chain of con- 
ferences and one thing or another—the test of it is, does it result in a 
good job being done in the field? Isn’t that right ? 

Mr. Poramxtn. Well, sir, you do not know whether it would not 
have been done without that. In other words, a good job was being 
done before they had this review. 

Senator Curtis. And it has been done afterward ? 

Mr. Poramxtn. May I suggest this, that I do not know what is 
happening, but if a man is going to review something, he is going to 
have to take time to do it. These loan packets can be that thick, and 
he is going to have to use his time and the time of personnel, who have 
already gone through it with someone else. He is going to have to 
discuss it with Mr. Hamil, who is a very busy man, with Mr. Hamil’s 
staff. If he is going to do a review job, it is going to use up a lot of 
ie ss And the point is, is it needed? What does it do, except 

elay ? 

Senator Curtis. The particular organization may or may not have 
defects, or advantages, I do not know, but certainly this hearing 
should not carry a report out to the country that REA has been ham- 
pered here and a good job has not been done, because it would seem 
that one of the finest jobs possible has been done. 

Now I agree with you on what you pointed out about the first person 
“taking the cream” when an area is to be served with electricity. I do 
not doubt at all that this happened in the enthusiasm of private con- 
cerns getting ahead of the REA’s. Here is a problem that REA has 
had to face in the last few years. The cream of the REA territory was 
built first where farms were close together and where it was a produc- 
tive effort. The longer REA goes, the harder are the jobs that are 
laid before it, and I have had some experience in that. This is my 
20th year in Congress, and I have noticed in recent years that the 

oints in Nebraska where we need to get REA aid are those where the 
arms are far apart and the land is not quite as good. It has in- 
volved taking over, perhaps, municipal powerplants, millions in order 
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to unify it and make it possible as a productive unit to serve the 

farmers. They have had a very hard job, and I have followed it 

closely because Nebraska was one of the last States to have wide- 

spread REA. It really did not get much attention here until my 
redecessor Senator Butler became active on the local Nebraska level. 
eare dealing with some very difficult problems. 

That the best territory was taken 10 years ago I think is true, I have 
talked to many farmers. When REA was first built, our concept of 
the amount of electricity used was that it would be so much less than 
it really is. 

Mr. Poramxrn. I can tell you stories on that. 

Senator Curtis. They could have lights, run a radio, maybe a cream 
separator and a washing machine, and that was it; but very fortu- 
nately, the farmers have been able to do more than that. This indus- 
try has provided them with good and efficient machines, like dee 
freezers, feed grinders, and such things. I am delighted that rura 
America has these advantages, but it does mean that there are some 
very difficult problems of redoing the work on the part of REA because 
they need heavier lines. This changes a lot of things. 

I am very pleased at the excellent record that has been made by 
REA. That record in the last 4, 5, or 6 years has been as good, or 
peter, than anything they have done in the past—do you agree with 
that ? 

Mr. Potramxin. Senator, I want to agree with that completely. My 
only point is that you have the statutory situation now where other 
things can be done regarding the authority of the Administrator 
beyond what has been done. 

Senator Curtis. Of course there are many, many areas in Govern- 
ment where an individual is appointed by the President and confirmed 
by the Senate, but he still has a chain of command to clear above 
11m. 

Mr. Poramxrn. Senator, I cannot speak for the others, but I know 
working with this group 

Senator Curtis. Well, it is true of everyone in the Army above a 
second lieutenant. It is true of every assistant secretary of every 
department. It is true of every undersecretary. They are all ap- 
pointed by the President, and have to be confirmed by the Senate. 

I am not going to get into the defense or condemnation of this 
matter as an abstract proposition. I am going to judge it by the 
job done for our farmers and when that falls down I am going to 
raise Cain. 

Mr. Poramxrn. I would only like to suggest this, Senator, that you 
think of it in a long-range proposition of a unit that is close to the 
borrower, close to one another, and with a definite man at the top— 
a well-organized unit that could really carry out the job expeditiously 
and without delay. 

Senator Humpnurey. I donot think any Senator could point offhand, 
at least, to any Government official, who was appointed by the Presi- 
dent, and confirmed by the Senate, to a loan agency who is supervised 
by a person who is not appointed by the President and confirmed by 
the Senate. 

Mr. Poramx«tn. Well, in this instant case there is another anomaly 
as far as Government 
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Senator Humpurey. Mr. Scott, you know, is not appointed by the 
President, and is not confirmed by the Senate. 

Mr. Poram«tn. I think also, I have heard, he does not receive as 
much salary as the Administrator. 

Senator Humpnurey. Well, that is economy. 

Mr. Poramxtn. You have a situation where someone is maybe giv- 
ing directions to someone who perhaps would be considered to have 
higher rank; I do not know. 

Senator Curtis. I do not want to get into this academic argument, 
which does not mean anything anyway, but the biggest businessman 
in this country is the Commissioner of Internal Revenue. 

Mr. Poramxkin. You should not say that with June 15 coming up 
so fast. 

Senator Curtis. Well, his receipts exceed everyone else’s. 

Mr. PoramMKIN. It sure does. 

Senator Curtis. And he has plenty of bosses over at the Treasu 
Department—perhaps too many. I think maybe we ought to investi- 
gate that. 

Senator Humpurey. Thank you very much, Mr. Potamkin; we are 
very grateful to you. 

Next we have Mr. Truman Green. 

Proceed, Mr. Green. Mr. Green is the manager of the Central Elec- 
tric Power Cooperative at Jefferson City, Mo. 

Tam asked to convey greeting to you from Senator Symington. 

Mr. Green. Thank you, sir. 

Senator Humpurey. He had to be at a Committee on Armed Serv- 
ices today and was unable to be present with us. But he saw your 
name on the list and told me to be sure to say hello. 

Before you proceed, may I say we will reconvene at 2 o’clock this 
afternoon. Senator Lausche has generously agreed to preside as chair- 
man as [ will be delayed for a short time because of a conflicting 
meeting. 


STATEMENT OF TRUMAN GREEN, CENTRAL ELECTRIC POWER 
COOPERATIVE, JEFFERSON CITY, MO. 


Mr. Green. Mr. Chairman, I have a prepared statement, but I will 
read the statement as quickly as I can. 

The cooperative of which I am a manager is one of the generation 
transmission cooperatives in the Southwest, and I have given you a 
map there that shows the systems that are involved in a similar oper- 
ation to ours. 

Now I would like to first state, in answer to a rather common ques- 
tion, that we have had no problem whatever over delay on loans with 
REA. We have been highly successful and highly satisfied up to 
today. 

New I would like to cite the parallel instance which we feel might 
happen in the REA setup as of today under the Reorganization Act. 
In 1953 we had just gotten our facilities built when the Southwest 
Power Administration, with whom we dealt contractualwise, had its 
responsibilities or decisions shifted to the Department of Interior, in 
a very similar manner to that which we suspect is being done now to 
REA. Now up to that time we could contract and deal directly with 
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the Administrator of the Southwest Power Administration. After 
that period, we had to go to the next in the chain of command which 
was the Department of Interior. Now that is when our trouble 
started—shortly after, in 1953. The Congress failed to provide 
funds—working capital for SPA to operate our contracts. And the 
following year the Department of Interior would not even put in 
the budget request funds to operate contracts of several years’ exist- 
ence, which we thought was taking the prerogative away from Con- 
gress of even considering whether the funds were necessary. 

Consequently, we felt that under the same existing laws that others 
had operated under we were being handled by administrative edict— 
by simply changes and reversals of policies. 

Senator Humpnrey. What you are saying is that at one time the 
Southwest Power Administration was an independent entity. But 
when the Southwest Power Administration was brought under the 
general jurisdiction and supervision and direction of the Depart- 
ment of Interior, things started to change in your long-term rela- 
tionships with Southwest Power; is that right? 

Mr. Green. Southwest Power’s change of command occurred in 
1953. Then things began to happen in a manner that was very haz- 
ardous to us economically and financially. 

Even then, after that, we finally came back and Congress corrected 
its previous actions, and we started out again on our existing con- 
tracts in 1955. 

Then 2 or 3 cooperatives, neighboring cooperatives, needed power 
at that time. We went through the routine with Southwest Power 
Administration of trying to get these co-ops included in our ex- 
isting contracts under similar methods. But there was a complete 
reversal of policy, and we could not do that. We spent a year or so 
getting that straightened out under completely different arrange- 
ments. 

Then last year it became evident we needed more powerplant ca- 
pacity. We tried to get the powerplant capacity added under an 
arrangement similar to that we had planned as part of the original 
arrangement in 1950. 

Well, there was a complete reversal in policy on that. So we spent 
another year working out separate and different arrangements en- 
tirely. 

The whole experience is a parallel, we think, to what can happen to 
REA under what we hear is happening. Only this is in a different 
agency of the Government. But it is in a similar type of operation. 

Senator Humpurey. Senator Curtis. 

Senator Curtis. Your complaint about the Southwest Power mat- 
ter is not a complaint against the REA administration ? 

Mr. Green. Not at all. 

Senator Curtis. And it is not a complaint against the Department 
of Agriculture, or the Secretary, or anyone in that Department ? 

Mr. Green. No, sir, it is simply citing a parallel case, in a parallel 
agency of the Government in similar matters. 

Senator Curtis. Well the Southwest Power matter has been a sub- 
ject of controversy in the Congress as well as in the executive—— 

Mr. Green. Yes, sir. 
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Senator Curtis. There have been some debates over it, and some 
bills or amendments offered to initiate it and to add to it. Some of 
the Representatives and Senators have been on one side, and some on 
the other. A time or two it has been defeated and some of the times 
it won. Also the Department of Interior has expressed some ideas 
along its course. 

When anything pertains to the public it is all right to look into, and 
to let both sides tell the story. However, your complaint is not di- 
rected at REA—— 

Mr. Green. Not all. We are perfectly satisfied with the operation 
of REA today. 

Senator Curtis. I am delighted to hear you say that. 

Mr. Green. I might comment that we are greatly alarmed about 
the potential hazard that could upset our methods of operation. That 
would be unstable. After all, these are long-term loans. The work is 
quite extensive in planning for the future. Therefore, we are greatly 
concerned about upsetting policies and changes—or potential 
changes—that could be made by some agency that does not understand 
our problem. 

Senator Curtis. It is important that matters be looked into and 
discussed. So far as any fear of anything happening in REA, this 
is not in the picture at all. There is no one who would run for justice 
of the peace or President who would make the suggestion at the 
time of election or take action after election, to turn back and den 
the people of America the full and increasing use of electricity. It 
just would not happen. 

Senator Humpurey. We will include your statement, Mr. Green, 
as prepared in your testimony. We are very grateful to you for your 
observations and your willingness to come here and share your views 
with us. 

Thank you very much. 

(The document referred to follows:) 


STATEMENT OF TRUMAN GREEN, MANAGER, CENTRAL ELECTRIC POWER 
COOPERATIVE, JEFFERSON City, Mo. 


Mr. Chairman, my name is Truman Green, manager of Central Electric Power 
Cooperative, Jefferson City, Mo. 

Central is 1 of 6 generation and transmission rural electric cooperatives that 
is physically integrated and operates under a partnership type contract with the 
Government or the Southwestern Power Administration. This integration 
and operating arrangement with the Government was conceived in 1949 and 
received the approval of the Rural Electrification Administration, along with a 
loan of $11,350,000 in 1949. 

This initial loan was justified by detailed studies, reports on the need for 
reliable electric service, and estimates that a savings of at least $1,135,000 per 
year would be effected in cost of wholesale power for the year 1954. 

In 1951 before construction was completed, an additional loan was approved 
by REA in the amount of $2,538,000 for additional facilities and to absorb 
increased cost of construction. 

Most of the facilities were completed and energized in 1953, at which time 
Congress failed to provide operating capital for SPA to carry out our partnership 
contracts. This failure of Congress to follow through on contracts, which had 
previously received the approval of the preceding Congress, caused general chaos 
for the rural people of our area in relation to electric power cost. 

Even though legal contracts were in effect with the Government which required 
only operating capital to fulfill contract requirements, Interior refused to include 
the funds needed in its 1954 budget request to Congress, thus preventing Congress 
the opportunity of even considering continuation of our operations. This was a 
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left-handed method of trying to cancel contracts and put the blame on Congress 
for not providing funds to fulfill such contracts. 

This is an example of the unstable, undependable position all those in rural 
electric work hope to avoid by keeping the REA on a more stable, nonpolitical 
basis than at the present time. 

In 1955 the generation and transmission cooperatives in this area were saved 
financially when Congress corrected its actions by permitting the “partnership” 
arrangement to be reinstated as originally planned. 

By this time, the loads of three neighboring distribution cooperatives had out- 
grown the existing sources of power supply, and power costs were increasing. 

Central proposed to serve them under its same arrangement with the Govern- 
ment, but the policies of the Department of Interior had been reversed. And 
again, we had an unsatisfactory, undependable continuity of policies and 
arrangements. 

In 1957 after 2 years of negotiations, other arrangements were made with SPA 
under which REA approved a loan of $4,263,000 to construct facilities to serve 
these additional rural areas. 

By 1960 the loads in central and southern Missouri will be greater than the 
power supply. Again due to Interior’s reversal of policy, additional power gen- 
eration facilities could not be added in a similar manner as the existing facilities. 
This time, completely different arrangements had to be worked out, which now 
makes part of our powerplant under one arrangement and the other part under 
a different arrangement. This is another instance of inconsistency and reversal 
of policy by administrative action. 

In December 1957, REA approved a loan for Central in the amount of $11,- 


800,000, making a total loan to Central of $30,231,000, which will be invested in 
the following: 


1G) ky, trasmoiosion: ling: (miles) 6c an heeled en ek oe 
I ee OS al be cette em ipseerillctetlpttion 

a cnc tnenaniinthemrgneshinclinecigntann 150, 600 
> REV eee WO UMIRs Pls nee 58, 000 
Steam generating capacity (kv.-a)~----.------------.--_---------_-- 59, 000 


These facilities and investments are made on a long-term basis and are highly 
technical in construction and operation, which requires long-range planning and 
continuous stable arrangements economically and contractually. 

At best, the relationship with the Government is uncertain, slow in action, 
and spiced with ample redtape. But, here by passage of the bill being considered 


is an excellent opportunity for simplification and stabilization of one governmental 
function. 


At present, the Administrator of REA has responsibility with no authority. 
Passage of this bill will properly combine authority with responsibility as it 
should be in any administrative function. 

Senator Humpnrey. We will recess until 2 o’clock. 

(Whereupon, at 12:50 p. m., the hearing was recessed to reconvene 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


Present : Senators Martin of Iowa, Lausche, and Capehart. 
Senator Lauscue (presiding). The first witness this afternoon will 


be Mr. H. W. Eaton of Morgan County Rural Electric Membership 
Corporation. Mr. Eaton. 


STATEMENT OF H. W. EATON, MANAGER, MORGAN COUNTY 
RURAL ELECTRIC MEMBERSHIP CORP. 


Mr. Eaton. Mr. Chairman—— 

Senator Lauscue. You are from Morgan County, Ohio, I take it. 
Mr. Eaton. No, sir. Morgan County, Ind. Remember our good 

Senator said Ohio was a suburb of Indiana. 

Senator Lauscue. All right. 
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Mr. Eaton. My statement is very short. I would like at this time 
to give a little background about the REMC. The State of Indiana 
was rural electrification minded, the first State in the Nation. The 
REMC Act under which the Rural Electric Membership Corporations 
operate was passed in 1935 by the State legislature. At that time we 
had some very ambitious organizations in Indiana, mainly the Farm 
Bureau, and they felt they could finance rural electrification, and an 
attempt was made on one project. 

However, they saw that they just couldn’t get anyplace, and then 
the next year, or about that same time, the Rural Electrification Ad- 
ministration, the REA Act was signed and then they transferred those 
functions. 

Senator Lauscur. That is where you get your name, Rural Elec- 
trification. 

Mr. Eaton. Yes. From the REMC Enabling Act which was passed 
in Indiana. 

Historically the Morgan County REMC of Martinsville, Ind., like 
the other rural electric cooperatives of the country, enjoyed a normal 
beginning in the rural electric business. However, as the years have 
passed, the REMC, along with a group of other similar electric co- 
operatives in the United States, has become unique in their field of 
operations. 

The Morgan County REMC was incorporated in June 1939, and 
the first consumer was connected in September 1940. 

The Morgan County REMC was allocated a territory, by the In- 
diana Public Service Commission, including the major portions of 
four counties close to the metropolitan area of Indianapolis. Being 
close to a large city, the farms for the most part were small and, too, 
in this area the terrain was hilly. There was grave concern at the 
beginning as to the feasibility of this project. 

We, as were all other electric light and power companies, were 
handicapped during the war years through the lack of materials with 
which to carry out the expansion program. With the conclusion of 
World War II, our program to extend service to all the rural areas 
was accelerated and plans were made to complete the job of area 
coverage as rapidly as possible. We had reached our peak produc- 
tion when we were again slowed down by the Korean conflict. How- 
ever, during this period, and approximately 3 years immediately after 
the Korean war, we were able to completely construct all the lines, 
and related facilities necessary to make electric service available to 
all farms and rural residents within the area allocated, and which the 
REMC had taken an obligation to serve. Beginning at this time 
there was a new trend in the type of consumer applying for electric 
service, to this cooperative. The heart of the Morgan County REMC 
system is 28 miles from the center of the city of Indianapolis. Im- 
mediately after the Korean conflict there began a migration of families 
from the metropolitan areas of the United States; and the metropoli- 
tan area of Indianapolis was no different. This trend was started in 
1950, and has accelerated rapidly over since that date. 

About 95 percent of the present new members being connected to 
our line now are urban dwellers, rather than farmers. We now find 
the REMC serving 65 percent urban families, and about 35 percent 
farmers. This trend has more than reversed itself since the beginning. 
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In 1940 we were serving approximately 80 percent farm families and 
20 percent nonfarm. 

Where most rural electric cooperatives are adding a very small 
number of new members, the Morgan County REMC has continued to 
add 400 to 600 new members to its lines each year since 1950. A num- 
ber of problems are involved in accomplishing this job. Where most 
REMC’s are faced with the task of keeping ahead of the growing 
loads, the Morgan County REMC, and the other like electric coopera- 
tives, are faced with the job of taking care of the normal load increase 
of the present members, plus the new members. However, this in- 
crease is desirable, and will guarantee the continued financial stability 
and security of the REMC. 

As aforementioned, due to the type of members being served, the 
average monthly load per member is below the average for the State 
of Indiana. There are certain minimums to consider when designing 
and building an electric distribution system. A system designed for 
a minimum physical tensile strength can take care of more than a 
minimum of load capacity. 

There is at present some 28 real estate developments with approxi- 
mately a total of 7,849 lots laid out in this area served by this co- 
operative. New homes have been, or are being built on 3,208 of these 
lots, and service has been connected to these homes. Had not elec- 
tricity been available, none of these developments would have been 

ossible. Because of the contour of the land in this area, it is antici- 
pated that the increase of land development for suburban living will 
continue, and the number of developments will accelerate in the 
years to come. 

The Morgan County REMC is obligated to furnish service to these 
new members as they apply for service, and the addition of these new 
homes is desirable if the REMC is to continue to give the service de- 
manded by the modern electrical uses. These new members can be 
connected to our present lines for about 50 percent less cost than the 
original members were. This is also desirable from an engineering 
standpoint. 

It will be necessary that the Morgan County REMC and other elec- 
tric cooperatives in like areas of this country be able to receive low-cost 
loans for some time to come, if they are to be able to carry out the 
long-range electrification program they have started, and have ob- 
ligated themselves to do. However, the feasibility of repaying the 
Federal Government the funds we have borrowed will be increased 
greatly if we can continue to serve these new members that are apply- 
ing for service. 

“lectric service has raised the economic standards of these communi- 
ties. This is very important, and it is impossible to measure by dollar 
standards the benefits this area has gained through the advent of elec- 
tricity. I would like to insert my entire statement in the record, sir. 

Senator Lauscue. All right. 

(Mr. Eaton’s prepared statement follows :) 


STATEMENT or H. W. Baton, MANAGER, MorGan County Rurat ELectrric 
MEMBERSHIP CorP. 


Historically the Morgan County REMC, of Martinsville, Ind., like the other 
rural electric cooperatives of the country, enjoyed a normal beginning in the rural 
electric business. However, as the years have past, the REMC, along with a group 
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of other electric cooperatives in the United States, has become unique in their 
field of operations. 

The Morgan County REMC was incorporated in June 1939 and the first con- 
sumer was connected in September 1940. 

The Morgan County REMC was allocated a territory by the Indiana Public 
Service Commission of the major portions of four counties close to the metro- 
politan area of Indianapolis. Being close to a large city, the farms, for the most 
part, were small and the terrain was hilly. There was grave concern at the begin- 
ing as to the feasibility of this project. 

We, as all other electric light and power companies, were handicapped during 
the war years through the lack of materials with which to carry out an expansion 
program. With the conclusion of World War II, our program to extend service 
to all the rural areas was accelerated and plans were made to complete the job 
of area coverage as rapidly as possible. We had reached our peak of production 
when we were again slowed down by the Korean conflict. However, during this 
period, and approximately 3 years immediately after the Korean war, we were 
able to completely construct all the lines and related facilities necessary to make 
service available to all farms and rural residents within the area allocated, and 
which the REMC had taken an obligation to serve. 

Beginning at this time there was a new trend in the type of consumer applying 
for electric service. The heart of the Morgan County REMC system is 28 miles 
from the center of the city of Indianapolis. Immediately after the Korean con- 
flict there began a migration of families from the metropolitan areas of the United 
States; and the metropolitan area of Indianapolis was no different. This trend 
was started in 1950, and has accelerated rapidly since that date. 

About 95 percent of the present new members being connected to our line are 
urban dwellers, rather than farmers. We now find the REMC serving 65 percent 
urban families and about 35 percent farmers. This trend has more than reversed 
itself since the beginning. In 1940 we were serving approximately 80 percent 
farm families and 20 percent nonfarm. 

Where most rural-electric cooperatives are adding a very small number of new 
members, the Morgan County REMC has continued to add 400 to 600 new mem- 
bers to their lines each year since 1950. A number of problems are involved in 
accomplishing this job. Where most REMC’s are faced with the task of keeping 
ahead of the growing loads, the Morgan County REMC and the other like electric 
cooperatives are faced with the job of taking care of the normal load increase 
of the present members, along with the increase of 400 to 600 new members each 
year. However, this increase is desirable, and will guarantee the continued 
financial stability and security of the REMC. 

As aforementioned, due to the type of members being served, the average 
monthly load per member is below the average for the State of Indiana. 

There are certain minimums to consider when designing and building an 
electric distribution system. A system designed for a minimum physical tensile 
strength can take care of more than a minimum of load capacity. 

There are at present some 28 real-estate developments with a total of approxi- 
mately 7,849 lots laid out in this area served by the REMC. New homes have been 
or are being built on 3,208 of these lots, and service has been connected to these 
homes. Had not electricity been available, none of these developments would 
have been possible. Because of the contour of the land in this area, it is antici- 
pated that the increase of land development for suburban living will continue, 
and the number of developments will accelerate in the years to come. 

The Morgan County REMC is obligated to furnish service to these new mem- 
bers as they apply for service, and the addition of these homes is desirable if 
the REMC is to continue to give the service demanded by the modern electrical 
uses. These new members can be connected to our present lines for about 50 
percent less cost than the original members were. This is also desirable from 
an engineering practice. 

It will be necessary that the Morgan County REMC and other electric coopera- 
tives in like areas of this country be able to receive low-cost loans for some 
time to come, if they are able to carry out the long-range electrification program 
they have started, and have obligated themselves to do. However, the feasibility 
of repaying the Federal Government the funds we have borrowed will be increased 
greatly if we can continue to serve these new members that are applying for 
service. 

Electric service has raised the economic standards of these communities. This 
is very important, and it is impossible to measure by dollar standards the benefits 
this area has gained through the advent of electricity. 
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Trend of farm and nonfarm members served by the Morgan County REMC 


Farm members Nonfarm members 


| 
Number | Percent | Number | Percent 
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From December 31, 1947, to December 31, 1957, there was an increase of 
connected members of 4,510. 

By December 31, 1962, we expect to have 9,800 connected members, a net 
increase of 1,650. 

History shows that for every 100 connected members there has been approxi- 
mately 120 new services connected. On this basis, by December 31, 1962, we can 
expect to hook up 1,980 new services. 1,980 new services at $260 per service 
will require an investment of $514,800. 

In addition to the above, approximately $300,000 will be needed to increase 


the capacity of the present lines to take care of normal load growth for the next 
5 years. 
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Real estate developments in the area served by the Morgan County REMC 


o 


Gray Brook Lake 

Orchard Hill Subdivision_-- 

Edgewood Lake----_......-- 

PT BE BIO oon ocnclncinnnnevebeentncbees anita 
Patton Park Lake 


y2S-sus8e 


Adams Subdivision 
Millers Subdivision 
H & H Subdivision_- 
Seymour Lake 

— Lake 


ee on 
DReawe 


Duncan Ridge 

Melvin Richards 

Carpenter’s Lake, Pine Knobs 

I I ial vag snares Sygncnidegraner meen emcee 
Cloverleaf Lake 

Ray Young 

Fox Hill Subdivision -._.__... 

Tobacco Bill Snyder Addition 

Bean Blossom Ridge 


scoS8s 


BenBroo 


Senator Lauscun. Senator Capehart? 

Senator CareHart. I just want to say that I know Mr. Eaton and 
am very familiar with his operation and the territory he covers. I 
travel through it every time I go from Indianapolis to my farm down 
in Daviess County in the southwest. 

Mr. Eaton. You know what I am talking about when I say hills. 

Senator Carenarr. I certainly do. That is a large part of your 
county there. 

I think one of the nice things about Mr. Eaton’s statement is the 
exhibits he has which again proves that everything is a plus in re- 
spect to REA. In other words if you will refer to one exhibit you 
will note that since 1947 the membership, both farm and nonfarm, 
has gone up. 

The next exhibit on the trend of farm and nonfarm, the nonfarm, 
of course, is shown as going up faster than the farm because once 
you cover the farms there aren’t any additional ones—but there are 
additional new homes in the little towns and the suburbs, so that figure 
has gone up. 

The third exhibit shows a continuing rise, which brings me to this 
question—Have you any recent complaints about any loans or lack of 
loans in your organization ? 

Mr. Eaton. We have no loans pending. We have not had any for 
several years. We have had the best of relationships with R vA. 
We are receiving the best of service, but we would like to be assured 
and I might say that that was a topic of long discussion at our last 
Statewide board of directors meeting, that we continue to be served 
that type of 
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Senator CareHart. Do you have any specific interest or reason to 
believe that anybody is conniving to eliminate REA ? 

Mr. Eaton. No,sir. We would like to keep it that way. 

Senator Capruart. I have never found anybody here in Washing- 
ton—I have never met a Senator or Representative yet that has had 
this idea. 

Mr. Earon. I will say this. There are a lot of people that are 
worried—from the general discussion of the man on the street, they 
are worried whether that will continue or not. 

Senator CaPenart. You mean the good relationship ? 

Mr. Eaton. Yes,sir. How long it will last. 

Senator Capenart. As I say, I never met that first Senator or Con- 
gressman yet who is for doing anything to injure REA. 

Now, I do meet some who have differences of opinion with respect 
to so-called public power against private power. I meet some who 
think that REA, as well as every other agency that borrows from 
Government, should pay at least the same amount of interest as the 
Government is required to pay. Beyond that, I have never met any- 
one who has any desire whatsoever in any way tocripple REA. That 
is why I was shocked yesterday when I listened to the statement of 
Mr. Ellis because I haven’t been conscious of it and I certainly haven’t 
heard any such discussion here in Washington. 

Mr. Eaton. Mr. Chairman 

Senator CareHart. I would be opposed to it if it were proposed. 
And I think that is true of others. 

Mr. Eaton. I would like to make a statement on Hoosier Energy. 
I didn’t know that it had become such a national issue when I was 
asked to come to Washington, so I did not make a prepared state- 
ment. But I would have had one had I realized it. 

We didn’t know that we were creating what so many people have 
thought to be a monster. We in the rural electrification field have 
realized since the very beginning—we watched our load curves grow— 
that some day we could put an X on that load curve and at that spot 
we could generate and transmit electricity more economically than we 
could purchase it. 

Now, with that in mind, we have continually through the years kept 
our engineering studies, worked with them, to try to find that time 
when it was possible. 

Now, our engineering firms are not fly-by-night outfits. They are 
reputable, large engineering firms who have in most cases done busi- 
ness with both the rural electric cooperative and the private-power 
interests. 

At this point, about a year ago it was determined that that feasi- 
bility was there. Banding together we formed what is known as 
Hoosier Energy Cooperative and applied for a loan. It seemed when 
that happened the whole world fell in on our little group. 

We have to remember this, and I think this is the essence of the 
whole thing. We, together, make a $6 million to $7 million customer 
of the power company per year right now, and that is going up every 
year. Nobody—lI don’t care what business it is—is going to give up a 
customer of that proportion without a terrific fight. It is just cold 
business. We have tried to keep it on a cold-business basis. 
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However, we have got to realize this. I think the courts will bear 
me out. Weare dealing with one of the most vicious and, I am forced 
to say, unethical business organizations there is in the world. 

I have a scrapbook at home. There are over a hundred pages in it 
which contain advertisements of the private utilities and each adver- 
tisement is a masterpiece in its own in twisting facts, trying to feed 
the minds of the people of Indiana the facts that they want to have. 
Time happens to be on our side. 

For your information, Hoosier Energy is very much alive. A study 
is being revised at this time and we know we can reach that point 
where from a good business standpoint, we can generate and transmit 
more economically than we can purchase. 

You can talk about 2-percent interest. You can talk about income 
tax. You can talk about duplication of services. But as our time 
moves forward, each of them is being eliminated automatically, be- 
cause right now in the past year we talked about 66,000 kilowatt units. 
Five years from now, and with the delay we have had, we are talking 
about 80,000 kilowatt units, which in itself is 114 percent more effi- 
ciency. Seven and one-half years from now we are talking about 
100,000 kilowatt units, which goes up another 3 percent in efficiency. 

As our load increases, our delivery of kilowatt hours, the cost de- 
creases. The substations that are set up to handle a certain kilowatt- 
hour load is more efficient. The load factor is better. 

So, regardless of what is said, Hoosier Energy is a reality, and it is 
sure tostay. The time is the only element. 

Senator Carenart. Don’t we have a very good system in Indiana 
of allocating the territories between REA and the power companies? 

Mr. Eaton. Yes, sir. 

Senator Carenart. It is a model; is it not? 

Mr. Eaton. Yes, sir. 

Senator Carenart. As time goes on and the need increases for more 
power, somebody is going to have to build more power generating 
plants. 

Mr. Eaton. That is right. 

Senator Cargenart. Either REA or private power. 

Mr. Eaton. That is right. 

Senator Caprrnart. Is this a fact, that we now have down on the 
Ohio River at. Madison the largest power-producing plant in the 
United States, in the world, perhaps? 

Mr. Eaton. I understand that. I cannot guarantee that. 

Senator Capenart. I believe they advertise themselves as the larg- 
est in the world. It supplies to your plant over in Ohio, Senator 
Lausche. We do have a good model arrangement in Indiana. 

You do have competition out there in Indiana between REA and 
the private power companies. 

Mr. Eaton. That is right. 

Senator Carenart. This is a good thing if it is fair and it has to 
be fair. 

Mr. Eaton. We have to remember this. The power companies are 
there to make money. They will never sell us power at a cost that 
we can produce it, after a certain point. And that is what—it is 
just strictly cold business economics. 
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Senator Carrnart. I know one thing, somebody is going to have 
to produce more power as time goes on. 

Mr. Eaton. Yes, sir. We have this much faith in it. We have 

purchased our plant site at Petersburg. 

Senator Carrnart. Which, by the way, is my hometown, where I 
was born. 

Mr. Earon. You could have donated the ground. 

Senator Careuart. That is quite a compliment. Thank you, sir. 

If you come up in Daviess County, I might consider it. But I was 
born near Petersburg. 

Mr. Earon. I will be most happy to try to clarify any points on 
the Hoosier Energy Co-op. 

Senator Lauscne. Senator Martin? 

Senator Martin. From your statement I understand you are fear- 
ful of an increase in the cost of kilowatts. 

Mr. Eaton. We have had one increase. 

Senator Martin. You mean from not looking ahead ? 

Mr. Eaton. Yes, sir. 

Senator Martrn. It isa real thing. As the need expands for greater 
production, you face a probable increase in cost of production ? 

Mr. Eaton. Yes, sir. 

Senator Martin. It is part of your worry, looking ahead, then; 
your prospective increased cost of your own production. 

Mr. Eaton. Yes, sir. That is right. 

Senator Martin. That is because you have to go to more expensive 
plant construction. You haven’t the access to the various factors 
which you need in cheap production, is that it? 

Mr. Eaton. I will say it this way. It is subject to an increase of 
all facilities necessary to operate a rural electric system. 

Senator Martin, That ae a very real bearing on competition that 
you face, then, with the private utilities. 

Mr. Eaton. Yes, sir. 

Senator Martin. That hasn’t too much direct bearing on this bill 
before us, but it does show you have a problem when looking ahead. 

Mr. Eaton. That is right. We can talk about the private utilities, 
however we want to. Still there is the cost there, regardless of who is 
supplying this power, that we are looking at. And we know that some 
day as we become more efficient, as our load grows, our load factor 
increases, that we can think about supplying ourselves. 

Senator Lavscue. With regard to the Hoosier Power Co., you are 
familiar with the purpose of the Georgia company to build an alu- 

minum plant in that area ? 

Mr. Eaton. I will say this. I am the manager of the Morgan 
County REMC. I have a director on my board of directors who is a 
director of the Hoosier Energy. 

Senator Lauscne. Were you familiar with the fact that they were 
contemplating building an aluminum plant ? 

Mr. Eaton. Yes, sir. 

Senator Lauscue. What is your understanding about the statement 
that the company in Georgia decided not to build ? 

Mr. Eaton. I have heard nothing from Mr. Richards. His asso- 
ciates at two different meetings I attended made this statement, that 
due to the pressure exerted on Mr. Richards by Wall Street financiers, 
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and the utilities whom he sells materials to—he manufactures a con- 
ductor—that he was forced to withdraw from the Hoosier Energy 
proposition. 

Senator Lauscue. Mr. Hamil had nothing to do with that. 

Mr. Eaton. No, sir. 

Senator Lauscue. Mr. Benson had nothing to do with that. 

Mr. Eaton. I can’t see how he could. Idon’t know. The only thing 
I know about that is—— 

Senator Lauscue. Anyhow, your associate told you that Wall Street 
and the utilities companies induced Mr. Richards to make up his mind 
to pull out. 

Mr. Eaton. That is the general discussion in Indiana. 

Senator Lauscue. Right. Now, then, the reason that the processing 
was stopped was that the capital structure setup was changed when 
the Georgia company decided to pull out. 

Mr. Eaton. It wasn’t changed, but there was a possibility. As I 
understand, he was trying to secure new funds with which to build 
this new plant, and which he still intends to do, from the last word I 
had. However, he had been turned down as to finances. 

Senator Lauscue. Yes. When the Georgia company could not go 
forward, that made an important change in the whole plan. 

Mr. Eaton. In that present study of the plan. 

Senator Lauscne. And it made a change so serious that the Rural 
Electrification couldn’t go forward until your plans there by the 
Hoosier Company had been reestablished. 

Mr. Eaton. That is right. 


Senator Lauscue. All right. Thank you very much for your state- 
ment. 
Mr. John M. George. 


STATEMENT OF JOHN M. GEORGE, DIRECTOR, CLEARWATER 
POWER CO., LEWISTON, IDAHO 


Senator Lauscue. All right, Mr. George. If you will proceed. 

Mr. Grorce. Mr. Chairman and gentlemen of the committee. We 
were rns about birthdays this morning. I might say to Senator 
Capehart, if you wait until tomorrow I will help you celebrate your 
birthday. 

Senator Carenart. The Senate will be in session until midnight, 
so you just come around and we will get together. 

Mr. Grorce. I am going to make my statement quite brief because 
I know you are rushed for time and I want to cooperate with you as 
much as I can, 

My name is John M. George. I live at 1811 Prospect, Lewiston, 
Idaho. I have been a farm owner and operator in the State of Idaho 
for the past 31 years. In 1937 when the Clearwater Valley Light & 
Power Association, now the Clearwater Power Co., was organized to 
pres rural electrification over a large rural area of our State, I 

came a director and have served as a director on this co-op for over 
21 years and am still a director on it. I have also been a director of 
our national organization, the National Rural Electric Cooperative 
Association since its organization in 1942. In 1954, I was elected 
vice president and served 3 years. This is my second year as presi- 
dent of this great organization. 
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We wish to thank the committee for the opportunity of appearing 
before you and expressing the views and to amplify the resolution 
that Mr. Ellis introduced into the record jetily that was passed 
at, Dallas, Tex., when I was presiding. 

I have requested this opportunity to appear before you, Mr. Chair- 
man, for the purpose of expressing the concern of the people served 
by the REA cooperatives belonging to the national association that 
I represent. These people are overwhelmingly in favor of the REA 
being restored as a semi-independent agency again like it was before 
the reorganization in 1953 by Secretary Benson, placing the approval 
of all new loans and loans over $500,000 under his rule. This reorgan- 
ization has slowed up the rural electrification and telephone program 
at a time when it is needed the most. 

The REA program has done a lot to lessen the burden and drudgery 
of life on the farm. It has raised the standard of living not only 
on the farm but throughout the Nation as a whole by creating new 
jobs in industry as well as modern conveniences to the rural people. 

In 1936 when the REA Act was signed into law by President 
Roosevelt there was only 10 percent of the rural] people who had 
electricity, and after 21 years of successful operation of the REA 
program better than 97 percent of the people of rural America have 
electricity. 

Here are some examples which I am going to submit for the record. 
I won’t read them. They are typical examples of how REA has 
helped get electricity out on the farm. One of them is my own, in a 
case where we tried to get the power companies to come and serve 
us and they wouldn’t do it, and when REA became a feature in the 
picture, they were more than willing to come out and serve us, and 
without anything but a minimum charge, when they were wanting 
big prices before, and a guaranty of so much. 

t will submit these for the record. 

(The information referred to follows:) 


STATEMENT OF J. W. TANNER, LEWISTON, IDAHO 


Anyone not appreciating the need and good the REA is doing throughout 
the Nation should go through my experience with private power companies. 
Having been a large wheat and dairy farmer in the Big Bend country of Wash- 
ington for 40 years, I had tried numerous times to get power out to my ranch 
but they were not interested in rural business. After a number of years nego- 
tiating they agreed to put power out my way for a prohibitive cost per mile and 
a guarantee of an unreasonable cost per month of power and lights the year 
round. 

In later years when the RBA got a franchise to put in lines in Lincoln County, 
the private power company representative went out into the choice rural dis- 
tricts soliciting business at no cost for lines and a minimum of $3 per month 
against $3.50 by REA. 

With labor and material many times higher than when I tried to get power 
years before, one commences to realize what the need of REA means to the 
rural people and what a little competition will do toward making rural life 
more livable and enjoy some of the conveniences of city people. 


STATEMENT OF GreorGE T. ParKs, LEWISTON, IDAHO 


In 1920, my father owned a small dairy farm with two modern houses on 
it, located between Nampa and Caldwell, along the main highway and power 
line. About this time he bought 80 acres of unimproved land just 2 miles back 
from this highway and power line. As there were no buildings here, he moved, 
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from the other property, a house which was wired for electricity and had modern 
plumbing and a large water storage tank in the attic. As there was no electric 
line out that way then to supply us with power, we tried to get the Idaho 
Power Co., to supply us. At that time, there was a house every quarter mile, 
between our place and the main line, whose family wanted electricity. We 
went to the power company and they said we would have to build our own line 
and also put up $400 each to guarantee them we would use so much power every 
month. In those days, there were very few people who had that much money 
to put up, so as a result, we went without electric power and had to use kerosene 
lights, pump our water and milk our cows by hand, until the RBA started to 
build. Then the Idaho Power Co., was more than glad to build their own lines 
and furnish us with power in that district 


STATEMENT OF JOHN M. GEORGE 


Now I will give you my own experience in trying to get electricity on our 
farm. We are always better acquainted with personal experiences than we are 
with anyone else’s. 

Our farm is located 3144 miles due north of the little town of Culdesac, Idaho, 
which was the nearest to any electricity, the Washington Water Power Co., 
lines. Having lived the first 5 years of our married life in St. Louis, Mo., the 
wife and I knew the convenience of electricity so we started to work to get 
electricity on our farm. This was in the early 1930’s. There were 8 farm 
families between our place and Culdesac that could be connected up with 4 miles 
of line. We all met with the Washington Water Power Co., and asked them 
to serve us. They said we would have to build our own lines, guarantee them 
from $4 to $12 per month, according to the amount we thought we would use and 
pay a connection fee of $1,500. Remember this was in the early 1930’s when 
most of the farmers were nearly broke or having a hard time making ends meet, 
but we decided to go ahead and build the lines. We all went together, dug the 
holes, put up the poles, and hired a lineman to string the wire out a mile and 
one-half, thinking that all of us would finally get electricity. This mile and 
one-half served four of the largest users and that was the end of it. The rest 
of us were left out. I met with the power company every year trying to get 
them to extend the lines on out to us or let us doit. They finally told me to 
stay out of their office and leave them alone. That they would not serve the 
rest of us and didn’t want to be bothered any more. 

We had been hearing something about the REA law which was being talked 
about at that time, so through our Grange, which I was master of at that time, 
we began to write and get information on the possibility of organizing an REA 
cooperative. We met with our county agent and through his help we held meet- 
ings and got the people to sign up and organize the Clearwater Valley Light & 
Power Association. After we got the REA cooperative going the Washington 
Water Power Co., paid the 4 farmers $1,800 for the line that we built and took 
off the minimum monthly charge and offered to serve the rest of us for our 


regular monthly bill. 

Mr. Grorcr. These are examples typical of thousands of cases that 
——— throughout the United States and Alaska. These people 
finally received electricity only by the fact that REA entered the 
picture. The REA program has grown until there are over 4 million 
connected customers. This was accomplished by having an organi- 

zation in REA that could make decisions and act on loans according 
to their feasibility. We all can commend the REA on this fine record 
and I am sure it wouldn’t have been possible if REA had the restric- 
tions that it has on it now. 

When the REA was an independent agency the Administrator had 
the power to act upon loans according to their merit, and was not 
hampered by someone over him. He had the whole program at heart. 

And I am not saying that Mr. Hamil doesn’t have, because I know 
he does, but we are fearful that maybe we might g eet an Administra- 
tor that is not too friendly. 
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In lots of cases Mr. Hamil went out and viewed the problems him- 
self. I know some of the first Administrators helped us to get organ- 
ized and then there were more fieldmen to answer questions that 
came up. In fact, the whole organization in REA was dedicated to 
get electricity out on the farm. 

The job of electrifying rural America is not nearly completed. 
With the use of electricity doubling every 5 to 7 years in rural 
America, there is a need of an organization in REA that can act on 
loans promptly and in accordance with feasibility. No one knew 
when we were building our first lines that the use of electricity would 
increase so much, so we did not build our first lines nearly heavy 
enough. Now we have the job of rebuilding them so they will carry 
these increased loads. There is also the problem of power supply. 
In the earlier days of the co-op, the average usage per consumer was 
about 75 kilowatt-hours, but today it is over 300 kilowatt-hours 
nationwide. 

This means that a lot of the REA cooperatives have had to go into 
generation of their own which requires much greater loan needs. 

There are still almost a million rural homes that do not have elec- 
tricity. They are the ones that are in the more sparsely settled areas 
which cost a lot more to serve. 

There will be a need for over $300 million or more in loan funds 
every year for some time to come. In fact, the Administrator told 
us at our regional meetings last fall that there is a possibility that 
there might be a need of a billion dollars a year in loan funds— 
and this is not a drain on the Federal Treasury, but a good business 
proposition. The REA cooperatives are meeting their repayments 
to the Government plus interest and are ahead of schedule itout $122 
million. There is less than two-tenths of 1 percent in default. 

The REA program has been one of the best things that has ever 
been done for the rural people of America and we are certainly 
ye to any restrictions put on it that will hamper or attempt to 
kill it off, or place us in a position where we are at the mercy of the 
power-company monopoly. In order that we — proceed in an 
orderly manner to accomplish this great job of electrifying rural 
America, we ask that REA be made a semi-independent agency again 
with the Administrator in full authority to carry out the REA law 
as it was written in the first place. 

Thank you. 

Senator Lauscue. Senator Capehart ? 

Senator CareHart. You say in your statement, Mr. George—first 
let me ask, are you the president of the organization that Mr. Ellis is 
the general manager of ¢ 

r. Grorce. That is right. 

Senator Carenart. You say in your statement here that the reor- 
ganization has slowed up the rural electrification and telephone pro- 
grams and a time limit is most needed. 

The records that we have show that it has steadily gone upward in 
every respect. Do you have any specific instances of where loans have 
been refused, or unusually delayed, or where action of REA here in 
Washington has injured REA / 

Mr. Georce. I have no specific instances where the REA has held up 
any particular loans or anything, but I do have this experience of 
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talking to people within the field that are fearful of going ahead and 
asking for loans when they are wondering what is going to be the 
outcome. 

Senator Carenarrt. Isn’t it propaganda—and I am not criticizing 
it because our country is really made up of two political parties—but 
isn’t it primarily politicians and those running for office who take the 
position that if you don’t elect me, the other fellow will completely 
eliminate a good thing? Isn’t that really what is mostly at the bottom 
of it? 

Mr. Grorce. I don’t think so, Senator. I think they have the fear 
that this REA program which means so much to the farmer and they 
have—I think their only concern is that they are fearful and want the 
program to continue as it has functioned in the past. 

Senator Capenart. I agree it has meant a lot to them and I am and 
have been for it. I am not talking at the moment against it. As I 
said, I know of no Senator or Representative or anybody I ever met in 
Washington opposed to REA—who would intentionally do anything 
to cripple it. I am just wondering if you and your officers and direc- 
tors of the national association, aren’t the ones that are really mixed 
up in politics because—— 

Mr. Georce. May I ask you a question, sir? 

Senator CareHart. Let me say this to you, when I ran for office this 
last time—I don’t know whether it is a monthly or a weekly—but you 
have a magazine in which you came out flatfooted against me and came 
out for my opponent. 

Now, was that dealing in politics? I mean, who is in politics? Is 
it Washington or is it you gentlemen ? 

I am not criticizing you for it because you are the ones who bring up 
the point here today. You are the president of the national associa- 
tion and Mr. Ellis is the general manager. You say you want to get 
this whole thing out of politics. I agree with you a hundred percent. 
As I say, I haven’t made up my mind on this bill at all. 

I would even go so far as to say at the moment I rather lean toward 
an independent agency for REA, but I happen to know from expe- 
rience that you and your association and the Indiana association, 
through a Mr. Mueller, entered the political arena at the last election 
and advocated my defeat and the election of my opponent. 

I have no objections to it at all, but I just wonder who is it that is 
injecting politics into this business, and if these fears that you have 
are not fears that stem from the politics of the United States where 
a man running for public office will say, “If you don’t elect me, busi- 
ness will get bad. If you don’t elect me, something else will happen.” 

I am not complaining about it at all. It is private competition, but 
T happen to know from experience that if there is anybody that deals 
in politics, you gentlemen do. 

T am not talking about the members. Iamamember. I use REA. 
I am talking about the officers and those who publish your magazines 
and get out your political papers. 

Mr. Grorer. Well 

Senator Carenart. Let me ask you this: 

Do you take part in politics? Do you take part in elections? 

Mr. Grorce. We haven’t in any particular case that I remember. 

Senator Capenart. Do you have a monthly magazine ? 











212 AMEND REORGANIZATION PLAN NO. 2 OF 1953 





Mr. Grorer. Yes; we have a monthly magazine. 
Senator Capenart. Do you publish in the monthly magazine 
now 

Mr. Grorce. We try to publish the facts. 

Senator CareHart. Do you publish in the monthly magazine the 
voting records of Members of Eonaten in respect to REA matters? 

Mr. Grorep. We do. 

Senator Capenart. Is that dealing in politics? 

Mr. Georce. I don’t think so. Absolutely not? 

i Senator Capenart. I have no objection to it. But I am just won- 
ering 

Mr. George. I think we are telling our members the truth and I think 
that is what we should do. 

Senator Symineton. Mr. Chairman, I have to leave shortly. 

Would the Senator yield to me? 

Senator Carenart. I will be very happy to. 

Do you want to ask a question ? 

Senator Symineron. Yes. 

Senator Carenart. J will be happy to yield. 

Senator Symineron. Where were you born? 

Mr. Grorcr. Whitman County in the State of Washington. 

Senator Symineton. And you believe in the two-party system in 
this Government ? 

Mr. Georce. Absolutely. 

Senator Syminetron. Therefore, as a citizen, regardless of your 
work, you have a right to be for someone and against someone else. 

Is that right? 

Mr. Grorce. Well, I hope so. 

Senator Symineton. That is what this is all about; isn’t it? 

If you want to be in politics, you just follow what the rest of us do 
right over here; don’t you? 

I want to say your organization has supported me, and I hope you 
stay in politics. 

Senator Carenart. Senator Symington proves my point: That this 
whole business is politics. You didn’t support me the last time, but 
I was elected; and I am certainly not angry at you. I just think you 
made a mistake, and I feel sorry for you. That is my point. You 
come here now to us and you say you want to rearrange this so there 
are no politics in it; and yet, as the Senator just testified, you do sup- 
port him and he is happy about it, and I don’t blame him. I wish you 
would support me, but you haven’t seen fit to do so, and it is all right. 

My question is: Who is playing politics? 

How are you going to get politics out of this sort of thing? 

Mr. Grorer. What we have tried to do, Senator, is to give the peo- 
ple the facts about our program. We are there service organization. 

Senator Carenart. That is right. 

Mr. Grorer. And they expect us to give them the facts and keep 
them up on things so they can act in their best judgment for the 
benefit of the REA program. 

Senator Capenart. I have no objections to it, but it is rather 
curious to me, you say there are no politics, and yet, during the elec- 
tions, you inject yourself into politics in a big way. 
Mr. Grorce. Well, who isn’t in politics nowadays? 
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Senator Carenart. That is the point. 

Mr. George. May I ask you a question ? 

Senator Carnnart. Yes, you bet. 

Mr. Grorcr. Now, in my statement I said that we were fearful of 
some of the things that might happen to the REA program by this 
reorganization. 

Do you admit that there is a possibility that something could 
mee to the REA program ? 

enator Carrenart. I think it is possible. Yes. But, as one who 
has been here 14 years, I just haven’t heard any discussion of it in 
Washington. 

Mr. Georce. Well, before I left home, I went down and took fire 
insurance and hail insurance on my crop as protection. 

Senator Capenarr. Sure. Yes. 

Mr. George. And I don’t know whether it is going to hail or whether 
we are going to have a fire or not. 

Senator Carenart. That is right. I have insurance too. 

Mr. Groree. But that is a guaranty to me, and I think that is what 
the REA co-ops are working for: A guaranty that nothing is going 
to happen to their program. 

Senator Carenart. I have no objection to that at all. The thing I 
object to is that you come here—you are the president of this asso- 
ciation, and Mr. Ellis is general manager—you come here with Mr. 
Ellis’ statement—I assume he is responsible to you, because you are 
the president—and he says that there is conniving, that there is a 
master plan to eliminate REA. He talks about cheaters and dangers. 
I will get into that a little later here. This is a very intemperate 
statement. I was included, I guess, because I happened to introduce 
the interest bill. Why was it necessary to do that?) Why did you get 
into personalities, particularly when you haven’t had a witness here 
yet, including yourself, who can point to one single incident in which 
REA under the direction of Mr. Benson—who, by the way, didn’t 
ask for it in the first place, the authority and the responsibility were 
given to him by this Congress—failed to cooperate with you. 

Why was it necessary to inject all of this personal impugning of the 
motives of the President of the United States and the administration 
and Mr. Benson ? 

Mr. Grorce. This thing goes farther than the REA program. If 
you want to go into that, it is a long discussion. 

Senator CareHart. How far does it go? 

Mr. Grorce. It goes back in part to the public power program. 

Senator Carrnart. I don’t know what you mean, “goes back to the 
whole public power program.” 

The Congress since the law was enacted has been very generous with 
the REA. I have. I have been here 14 years. 

Mr. Grorce. Well, we are not talking entirely REA now. 

We are talking about the public power program some, too, and other 
factions which directly affect the REA program. 

Now, if you will let me state this: We lost Hell’s Canyon, as an ex- 
ample, because the Secretary of the Interior withdrew as intervenor 
in thecase. Those things are what have built this whole thing up until 
the people are fearful what might happen. 

Senator Carrnart. I am from Indiana. I don’t know particularly 
what interest I have in Hell’s Canyon. 
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Mr. George. You certainly should have a big interest in it. 

P Senator Careuart. Only in the general welfare of the entire United 
tates. 

In other words, this thing goes deeper than Mr. Ellis stated. What 
is this master plan to completely eliminate REA that Mr. Ellis spoke 
about? You are the aenubded of the organization. I am sure you 
approved his statement before he read it yesterday. 

Mr. Grorce. Well, I have tried to explain the whole thing has 
been that the present administration seems to be more or less in favor 
of eliminating REA. 

Senator Carrnart. You haven’t been able to show a single instance 
of where they failed to cooperate, and the record shows that during 
the 5 years that the loans have gone up, the whole business has been 
going up and up. So far, you haven’t put before us a single incident 
where a loan was turned down 

Mr. Grorer. You can’t hardly take the record as a factual case in 
this, because this has only been in effect a short time, and 

Senator Carenart. Could we state it this way: 

That you and your association are in favor of public power and 
no private power in the United States? 

Mr. Grorcr. Absolutely not. There is room for both, and I don’t 
think that our organization has ever gone on record opposing private 
enterprise. 

Senator Carenart. I am sure that is true. 

I am still trying to find out where is this master plan to eliminate 
REA; who is responsible for it and how has Mr. beoes failed to 
cooperate with REA? 

Mr. Grorcer. Well, we ourselves would like to know what the master 
plan is, too. 

Senator Caprnarr. Are you sure it is not in the minds of the 
politicians ? 

Mr. Grorce. Well, if it is in the minds of the politicians, it is in 
the minds of a lot of our members out in the field, too. 

Senator Caprnart. Aren’t they propagandized by the politicians ¢ 
And aren’t they led to believe that certain things will happen if they 
elect certain people and don’t elect others ¢ 

Isn’t that really the basis for the uneasiness ¢ 

I am not quarreling. I am just trying to find out. 

Mr. Grorce. I don’t think that is the cause of it. I think it is 
the things they are fearful of, what might happen, and some other 
things that have happened. 

Senator Carrnartr. What are some of the things that have hap- 
pened ? 

Mr. Grorar. I just told you about the Hells Canyon. 

Senator Carrnart. Is that the only one? 

Mr. Grorce. Well, I am a farmer—— 

Senator Capenart. Yes. 

Mr. Grorce. And we certainly are not satisfied with our agricul- 
tural program, if you want to get into that—— 

Senator Careuart. Then you really are trying to persecute Mr. Ben- 
son because of his agricultural program rather than his REA pro- 
gram. 
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Mr. Grorce. No. I didn’t say that. I am trying to say that we are 
just fearful of the thing being turned over to the Secretary of Agricul- 
ture because he hasn’t performed in other programs like we think he 
should have. These are my personal opinions. 

Senator Carenart. You say, which I think is unfair, “These people 
are overwhelmingly in favor of the REA being restored as a semi- 
independent agency again like it was before the reorganization in 1953 
by Secretary Benson.’ 

Secretary Benson didn’t reorganize it in 1953. The Congress of the 
United States did it. 

Mr. George. Well, with the support of the administration including 
Secretary Benson. 

Senator Carrnartr. Yet you want to pin it right on Mr. Benson. 
You understand, I am not close to Mr. Benson. I just like to see people 
treated fairly. I don’t agree with all of Mr. Benson’s policies and 
haven’t, and he knows it and you know it, too. I am just trying to 
find out what this master plan is because I don’t find it myself, and 
you haven’t made a case for it. 

Mr. Grorce. Well, I think we know what the master plan is, it 
seems to be going along following pretty much of a pattern. 

Senator Carenart. What is the pattern? You say there are no 
cases in which they haven’t cooperated with you. The record shows 
that. The pattern is one of constant improvement in REA; and that 
more loans are being made. 

Do you know who worked harder than any other two Senators to 
get over the telephone bill? Senator Maybank, from South Carolina, 
and myself. The first telephone loan was made in the State of Indiana 
and I helped set it up in court. 

I can only come to one conclusion and that is that this whole business 
has really gotten into politics from the standpoint of electing officials. 
At the moment this thing is really in politics, and I think it is unfor- 
tunate. I think it is unfortunate for the REA. I think it is unfor- 
tunate for everybody. Maybe it would be a good thing to take it out 
of the Department of Agriculture and make an independent agency of 
it and maybe it won’t become confused with the fact that you have a 
Secretary of Agriculture whom you don’t like because of his farm 
problems. 

You say you don’t like him because of his REA problems. He is 
doing a good job on REA, but not a good job on the farm problem. 

Mr. Grorce. Well, when you get bit by a dog once you are a little 
bit leary, or kicked by a horse. 

Senator Carrnart. Yes, but you haven’t proven yet where you 
have been kicked. 

Mr. Grorce. On the general farm program, for example, which 
isn’t too good for the small people. 

Senator Carruart. That is a matter of opinion, of course. I have 
differed with the Secretary quite often and I am a farmer. I think 
you made a fairly good case of it, that it ought to be an independent 
agency, but I think you made a very, very poor case, a very very 
lousy case, against the Secretary of ‘ngrmalvane or the way they 
have operated over the past 5 years. 

That is all I have, Mr. Chairman. 
Senator Lauscue. Senator Martin ? 
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Senator Martin. I am just a little bit shocked that you have 
pleaded in one breath to set up REA as an independent agency, 
and yet you are tying in your approach to this matter on anything but 
an independent program, separate from the whole agriculture pro- 
gram on the one hand, and on the other hand, you are throwing in 
your views on public power. I have always looked to REA as one of 
asont examples in the land of private enterprise on a cooperative 

asis. 

I can’t follow you in your comments and the emphasis you place on 
the matter of Hells Canyon. I can’t follow your reading into this 

rogram a detrimental effect on REA because of it being under the 
ecretary of Agriculture. I just can’t see it. I can’t see how you 
lead up to that conclusion. 

Mr. Georce. Well, the only reason why I did that, Senator, was the 
fact that I was asked and I didn’t want to get into it but I was 
asked why we had those fears, and that is the only reason why I 
made that statement. The Federal power program is of great concern 
to the rural electric cooperatives since over 400 REA borrowers are 
dependent on it for source of power. 

mae Martin. Some of the things brought out in your recitation 
lead me to think you had more than just fear. I had the idea that 
you are rather active. 

Mr. Georce. Well, we have action 

Senator Marrtrn. Is it the job of REA to go in and settle this pub- 
lic issue as a major enterprise of REA ? 

Mr. Georcr. I beg your pardon ? 

Senator Marttn. Is the matter of public power properly a major 
objective of REA ? 

Mr. Grorce. No. Not necessarily a major enterprise, but it is 
very important to their survival. 

Senator Martin. That is what shocked me. 

Mr. Grorae. No. I didn’t intend 

Senator Martin. Do I have to choose sides between the man you 
like and the organization of the Agriculture Department? Do I 
have to line up on all agriculture policies in step with your views 
before I can be considered a fair member or booster of REA ? 

Mr. Groree. No. Of course not. 

Senator Martin. They why do we go into that? 

Mr. Grorcr. The only reason I got into it was because I was asked 
about it. 

Senator Martin. It looks to me as though you go far afield to dig 
up fears. 

Mr. Georce. In my statement 

Senator Martin. I would like to see REA itself independent of 
involvement outside its own jurisdiction. - I would like to see REA 
stay in the business of promoting the business of REA. 

Mr. Grorce. I agree with you 100 percent. 

Senator Martin. After what you have commented here, I suppose 
I am on the blacklist because I voted against Hells Canyon. Now, 
does that supersede or overcome all other attitudes of mine on behalf 
of REA? 

Mr. Grorcr. The only reason why Hells Canyon was mentioned 
was to point out my fears of the program getting away and from 
under the control of 
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Senator Martin. I voted against Hells Canyon. I have no fear of 
the well-being of REA. 

Mr. Grorce. Well, I am glad of that. I am very glad of that, but 
elimination of the Federal power program is a real fear of the rural 
electric cooperative. 

Senator Martin. I can’t see that as a ground of legitimate fear. If 
that is what it is—I want to know what is going through your mind. 
If you are putting public power and Hells Celt pees that high in 
establishing your fears, then [ have a fear of what you are doing, and 
I don’t want to be afraid of what REA is doing. 

Mr. Grorce. Well, you have a right to your opinion and I have 
a right to my opinion, too. 

Senator Martin. That is right. But you are in a rather important 
spot here. 

Mr. George. Yes. 

Senator Martin. You have a rather important position. You have 
the fate of REA and its well-being in the future in the palm of your 
hand in your position. Did you ever think you might be doing a 
disservice to REA itself in taking a position like that ? 

Mr. Groree. I certainly wouldn’t do it intentionally. 

Senator Martin. No. I don’t believe you would. But I would 
like somehow to bring into this hearing a little more emphasis on the 
well-being of REA, the objectives of REA, and let us live and let live 
in this world on these other issues. Until you show some concrete 
evidence of actual harm done to REA, I wish we could drop these 
other issues that are not directly connected with our hearing today. 
That is serious business to me. I find out here now I am probably 
on the blacklist of your organization because I voted against Hells 
Canyon, because I am pretty strong for the administration’s farm 
policy, which is known all over the State of Iowa and has been known 
for many years. I don’t like to think of this being tied into the REA 
program. 

T am still for REA and want REA to succeed. I don’t want to see 
it jeopardized because of divided opinions on these other issues. I 
still look at REA as one of the finest examples of private ownership 
I know of on a cooperative basis. I don’t want to see it hitched up to 
public power as its major objective. 

Mr. Georee. I don’t think you are being quite fair, Senator. You 
are accusing me 

Senator Martin. I am shocked, I will say that. I am shocked 

Mr. Grorce. You are accusing me of tying these together and I only 
mentioned the other fact to point out why these fears were. 

Senator Martin. There has been no particular damage done up to 
date, then. It is a fear of the future, is that right? 

Mr. Grorce. That is right 

Senator Martin. I am glad to get down to that point. 

Senator Capenart. The language you and Mr. Ellis used is pretty 
strong. If that is all there is to it, if you have no facts, no proof, but 
it is purely something that you think might happen in the future, 
he used awfully strong language and impugned the motives of some 
very, very fine people, regardless of whether they are Democrats or 
Republicans. The language that was used was very intemperate with 
absolutely no facts to support it—it is purely what you think might 
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happen in the future. I am thoroughly convinced that the national 
leadership is really playing politics with this and on one side. 

Mr. Georee. Well, you have a right to your opinion. 

Senator Carenart. I know I do, but I think the facts of this hear- 
ing bring that out very, very distinctly. I think it is very, very un- 
fortunate because I assure you even with what has happened here to- 
day, and the fact that REA came out against me in your magazine, 
I am not angry at them. I think it is a good organization. 

Senator Martin. Let me add now that I am gong to continue to 
support REA. 

r.Gzoree. Very good. Thank you. 

Senator Martin. I mean that. I have been in this business just 
about as long as REA has been in existence. I am not a modern farmer. 
1 was just a lantern-carrying farmer for the first 26 years of my life. 
One hundred and thirteen years on the same farm—my forefathers, 
my brothers, and myself, the same farm. I have lived with this. 

I saw my own mother have to wash coal-oil lamp chimneys until she 
was 77 years old—before we could get electricity on our farm. I saw 
my father pass away before we got it. I am deeply interested in the 
well-being of REA. REA has a real mission to perform, and I am 
for it. Everyone in lowa knows that and knows that from the start of 
REA I have co for it. 

I am not going to be thrown off the track on public power or on other 
issues in the agricultural program, I am for REA and I will continue 
that way. 

I have got that all off my chest now. I apologize to the acting chair- 
man of the committee for taking up so much time. But I wanted to 
clear the air and show the witness where he made an error, in my 
opinion, in taking off on another tangent. 

Senator Lauscur. Mr. George, if this is set up as an independent 
agency, have you given any thought about the wisdom of putting 
one man in charge of it for a tenure of 10 years? 

Mr. Georee. Well, that is what the law is now, isn’t it? 

Senator Lauscue. Yes. That is the law now. I have no views, 
except that I wonder whether it is prudent to say to one man, “You 
shall be the complete person in charge for a period of 10 years with- 
out any accountability,” except, of course, that he can’t be guilty of 
misfeasance and nonfeasance, and so forth. 

Have you given any thought to that? I am not attempting to 
cross-examine you. I am just throwing out the idea. 

Mr. Grorez. We have given thought to it. 

Senator Lauscue. What do you think of it? 

Mr. Grorce. You will notice I said a semi-independent agency. 

Senator Lauscue. Yes. Isawthat. How would you keep it semi? 
Do you mean that you still think it shoald be controlled publicly. 

Mr. Grorce. It was an independent agency at one time and then 
they put it under the Department of Agriculture with supervision 
from the Department of Agriculture with supervision from the De- 
partment of Agriculture where I understand it is now, for that 
matter. But, there has been an increase in the limitations. What 
we want is the way it was when it was first put under the Agricul- 
ture Department. 

Senator Lauscue. That is under the 1933 act ? 
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Mr. Scuutu. In the Department of Agriculture under the 1939 re- 

organization plan. 
enator Lauscue. The direction and supervision would be exer- 

cised by the Secretary of Agriculture. Is that correct? 

Mr. Georer. With the Administrator as full authority to act as 
administrator. 

Senator Lauscur. What you are favoring is the repeal of the re- 
organization of 1953. 

r.Georee. Yes, sir. Thatisright. Your bill here—— 

Senator Lauscue. And then declaring it to occupy a position iden- 
tical with that which it did occupy prior to 1953, 

Mr. Grorer. That is right. 

Senator Lauscur. Any other questions? 

All right. Thank you very much, 

Mr. Georce. Thank you. 

Senator Lauscue. Mr. S. A. Forseth. 


STATEMENT OF S. A. FORSETH, MANAGER OF THE WILLIAMS 
ELECTRIC COOPERATIVE, INC., WILLISTON, N. DAK. 


_Mr. Forsern. Mr. Chairman, members of the committee, I would 
like to preface my peaperen statement with just a few remarks, that we 
had the pleasure of having luncheon today with our Senator Bill 


Langer from North Dakota, and because of the fact that he is very 
interested in some legislation now before the Senate and up for a vote 
at any moment, it was impossible for him to accompany us over here 


to meet with your committee. But he wanted me to remind you of 
the remarks that he had already sent over in the memorandum this 
forenoon. We appreciate our Senator’s sending those remarks over 
to your committee. 

Another preface to my remarks is that we feel that we have a very 
competent, admirable REA Administrator in Mr. Hamil, and any 
criticisms that we may direct in our testimony are not in the leastwise 
directed at the REA Administrator that we have today. 

My name is S. A. Forseth. I am the manager of the Williams 
Electric Cooperative, Inc., of Williston, N. Dak. Our cooperative 
serves substantially all of rural Williams County, but we serve no 
towns or villages since they were already served by the local private 
utility company prior to the organizing of REA in our community. 
We operate at present 1,338 miles of electric distribution lines and 
serve 1,396 consumers through a total of 1,466 meters. Of these 
consumers 1,262 are farms, 75 are schools, churches, and halls, 114 are 
small commercials, and 15 are large commercial installations. This 
substantially provides service to every rural resident in our project 
area, who desires service and this complete coverage has been acecom- 
plished under REA’s basic principle of area coverage. 

There are 20 other rural electric cooperative projects operating in 
the State of North Dakota, and while most of them are somewhat 
larger in membership there are still many of them having approxi- 
mately the same density of customers per mile that we have and all 
the cooperatives in our State have very similar problems. 

The Williams Electric Cooperative was organized and incorporated 
in 1944 and we were notified that. our first loan of $400,000 had been 
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approved in the summer of 1945. Prior to this time it had been im- 
possible to obtain rural electricity in our part of North Dakota be- 
cause the private power companies were not all interested in 
providing such power in our sparsely settled area and because REA 
up until this time had followed policies of approving REA loans in 
areas of much more densely concentrated populations. 

I will cite a typical example of the private utility companies’ lack 
of interest in providing rural electricity. My own father-in-law and 
his family lived on a tract of land just 1 mile outside of the city limits 
of Williston. He also had five neighbors on similar tracts adjoining 
him. He and his 5 neighbors attempted to get the private power 
company serving Williston to extend 1 mile of line to provide their 
6 homes with electricity. They were advised that the only way this 
could be done would be if every 1 of the 6 residents in their area paid 
$800 apiece to the power company in order to get this line con- 
structed. This cost made it prohibitive for them to obtain electricit 
so therefore they got along with the kerosene lantern until the RE 
provided them with power in 1947. I could enumerate many more 
similar cases. 

Because of our rural populations’ inability to obtain electric serv- 
ice from the then existing private power company, they organized 
the Williams Electric Cooperative in an effort to provide themselves 
with electric service and in the fall of 1946 the first REA powerline 
poles were planted in the soil of Williams County. By this time the 
concept of complete area coverage had been adopted by the REA 
and the interest on REA loans as well as the amortization period 
for such loans had been modified to the extent where it became 
feasible to bring the blessing of electric service to all our rural area. 

The 2-percent interest rate and the 35-year amortization period 
of REA loans was the only thing that ade it possible for us to go 
ahead and build, and we proceeded with our complete area coverage 
building program with the understanding that REA would con- 
tinue to stand behind us with this same type of loan under those 
same terms for as long as this financing was needed. 

Now we are faced with a situation where many people in high 
places are making recommendations, submitting proposals, and pre- 
paring and introducing legislation which would depart from the 
established policy of the 2-percent interest rate and 35-year loans 
from REA to meet our financial requirements. We also are faced 
with the situation where the REA Administrator no longer has the 
power and authority to act upon applications for REA loans for dis- 
tribution, transmission, and generation purposes in the manner origi- 
nally mtended by Congress and in the manner used for many years 
so very successfully by a considerable number of fine and capable 
REA Administrators. 

I submit to you that it is a matter of life and death for the REA 
and the rural telephone program, that proposals to increase the REA 
interest rate, or to drive us into the public money market for our 
financing must be defeated. Furthermore, the authority of the REA 
Administrator must be restored so that he will have the power to pass 
upon loan applications and other matters submitted by REA and the 
rural telephone program in accordance with the REA Act and direc- 
tives from Congress without interference from any other source. 
This can best be accomplished by passing S. 2990. 
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There are those who would tell you that the job of REA is now 
about completed, and that practically no additional financing hence- 
forth will be necessary. I am sure it is unnecessary for me to point 
out to you, gentlemen, that this is the purest fiction in view of the 
REA and rural telephone program appropriations which you have 
just passed. It is true that rural America is now approximately 95 
percent electrified, but it is equally true that the consumption of 
electricity in rural America has increased more rapidly than anyone 
could have possibly foreseen even 10 years ago. In the beginning 
of REA many projects were constructed to provide capacity of less 
than 100 kilowatt-hours average monthly to its members. ter on 
by the time our cooperative in Williams County was ready to build, 
we have all observed the rapid increase in the consumption of rural 
electricity, and so we took a real optimistic view and decided to con- 
struct our project on the basis of a capacity of 350 kilowatt-hours 
average consumption per month. However, we were not optimistic 
enough inasmuch as several times during the last few years we have 
exceeded this figure and have reached as high as 410 kilowatt-hours 
average per month on the part of farm consumers, and of course 
our commercial and industrial loads are much greater on the average 
than our farm loads. 

This means that it is essential for us to provide more capacity for 
our entire system to meet the continually increasing demands and we 
are now in the process of having a long-range engineering system 
study made and we will soon be in a new construction program to 
provide the needed additional capacity to accomplish this. Of course, 
we shall need to have additional financing. 

We have also reached the point where the Bureau of Reclamation, 
which up until now has been our sole supplier of wholesale power, is 
rapidly exhausting its supply of available hydro power in the Missouri 
Basin. This will mean that during the next few years, generation 
and transmission loans of considerable size will be needed in order to 
provide the additional quantity of necessary rural power. The han- 
dling of this type of loans in the recent. past has been such as to lead 
me to believe that it is essential that the bill before this committee 
today be enacted into law as quickly as possible. It is equally im- 
perative that the Capehart-Hiestand bills and all other measures de- 
signed to increase our interest. costs must be defeated. 

Operating under the presently existing REA financing, our Wil- 
liams Electric Cooperative, Inc., has during the past 2 years shown a 
net margin of approximately $20,000 a year on a gross volume of 
$200,000 per year and this business is based on a capital investment 
of almost $2 million. Last year our interest repayment to the REA 
Was approximately $30,000 for the year. The foregoing figures basic- 
ally point out two things in particular. First: If our interest rate 
were 4 percent instead of 2 percent, we would be operating at an 
annual deficit of at least $10,000. Secondly, it indicates that in 
sparsely settled areas, such as ours, a very high capital investment is 
necessary in relation to the gross volume of business. We have ap- 
proximately $10 capital investment for each $1 of gross volume and 
our net margin which belongs to our members was 1 percent of our 
capital investment. Very few businesses in America operate on such 
a slim margin ratio compared to investment, and certainly our coop- 
erative would soon go out of business if our interest rate were doubled. 
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Furthermore, a news release out of Madison, Wis., dated June 2, 
1958, would indicate that there certainly isn’t any justification for an 
nee in interest rates at this time. This news release reads as 

ollows: 


MADIsoNn, WI1s., June 2, 1958. 

Cost of Treasury Borrowing continued to make big news in financial circles last 
week when short-term borrowings made the biggest percentage drop within a 
single week in many years. The average bid on 91-day Treasury notes dropped 
more than 35 percent from a 344-year low 2 weeks ago of 0.93 percent down to 
0.625 percent. Average interest rate on these lowest cost securities is now less 
than one-fifth what they were in mid-October when they reached a 24-year high. 
Bankers are urging the Treasury to issue a short-term certificate to “help sop up 
some of the short-term money” because “the short end of the market is starved.” 
During the past 2 weeks the Treasury has borrowed well over $3 billion at less 
than 1 percent interest—more than all REA electric and telephone loans out- 


‘standing. 

Electricity has become as much of a necessity on our North Dakota 
‘farms as drinking water, or gasoline for the tractor, or seed for the 
fields. It is therefore imperative that any measures that would ham- 
string or ruin the REA program must be vigorously opposed, while on 
the other hand, measures that will safeguard and strengthen and im- 
prove the REA program must be vigorously supported. 

I respectfully urge the honorable members of this committee to give 
their fullest support and approval of the bill before you for con- 
sideration today. 

I thank you. 

Senator Lauscue. Senator Capehart ? 

Senator Caprenart. I would like to refer now to your statement 
where you talk about interest rates. I don’t believe you quite under- 
stand the proposal that has been made, namely, that the interest 
charged by the Federal Government to all agencies, to which it loans 
money—not be less than its cost to the Treasury for the money they 
borrow. 

I make a point here, it might well be, the interest rate would be less 
than the 2 percent that you are now paying. You take the position 
that under the bill I introduced, the interest rate will always go up. 
You likewise make a case here showing if the bill was in effect at the 
moment your interest rate would be less than2 percent. _ 

Mr. Forseru. I grant you that, Senator. The problem, however, is 
this, that, if we are to be able to conscientiously make some long-range 
planning for future development, we must have a basic rate such as we 
have had up until the present time, and not be fearful of a fluctuating 
money market which possibly by the time that we got our engineering 
study together and were ready to apply for a loan, the interest rate 
would then cost us twice as much as it did when the study was being 
made and we would be up against it. 

Senator Carenart. In other words, you feel the principle is all right, 
but it is unworkable. Is that your position ? 

Mr. Forsern. I think it would make it very difficult for us to 
operate. 

Senator CaprHart. You agree with me, don’t you, that it would be 
a nice thing for the taxpayers—and you are a taxpayer as am I— 
if the money the Federal Government loans to the many agencies was 
always loaned at no less than the rate the Federal Government pays to 
borrow the money. That, in principle, is a good thing, don’t you think? 
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Mr. Forsetu. I believe, Senator, that the actual operation of REA 
to date would indicate that REA has paid fully the cost of the bor- 
rowed money to the Government in interest that we have paid. And 
more by $48 million. 

Senator CarrHart. You agree, then, that the principle is good. 
Your objection to it is primarily in the administration or at the 
operating level, as you salt just a minute ago, that you wouldn’t be—— 

Mr. Forseru. I contend that we already are operating on the basis 
that you would provide for in your bill insofar as there are times when 
perhaps we are paying more than the cost of the Government and 
other times less. 

Senator Carenart. Let me ask you this. As a taxpayer, are you 
willing to subsidize public housing, college housing, dormitories, and 
many many other things by making loans at a lesser rate of interest 
than it costs the Federal Government to borrow the money # 

Mr. Forseru. Personally, Senator, I do not agree that we are being 
subsidized one iota up to date on the interest rate that the REA is 
paying. We have already paid back $48 million more than that money 
cost the Federal Government. The Federal Government has made a 
profit of that amount on our interest repayments to date. 

_ Senator Caprenart. Well, you didn’t answer my question. My ques- 
tion was—— 

Mr. Forseru. The question was, Would I support a subsidy to some- 
body else? 

Senator Carenart. Are you willing to pay to subsidize college 
houses, dormitories, public housing, and the many other agencies which 
the Federal Government loans money—at a rate less than that the 
Government pays to borrow the money which is loaned # 

Mr. Forsern. I don’t believe in subsidies of any kind. I have ex- 
pressed myself at home to that extent: that we people out there in 
North Dakota could probably get along very well if there was no 
subsidy to anybody. 

Senator Carenart. I am serious about this matter now, because the 
big debt and the high taxes we have worries me. 

Would you be willing to have some kind of a law that would make 
it a flat rate—like the 2 percent REA’s paying—and then when money 
is earned, such as REA has been doing to the extent of $48 million, 
an agency would be required to repay to the Treasury the difference 
between the going rate of interest that the Government pays on the 
money it borrows plus the 2 percent if the 2 percent happened to be 
less ? 

Mr. Forseru. Senator Capehart, you misunderstood me. 

The $48 million of profit that I have talked about is not profits that 
we, the local REA projects, have earned. It is profits that the Federal 
Government has made on the money that they loaned us. 

Senator Carenart. That is my point. That is the same principle. 

Mr. Forseru. So that in effect up to the present time, we should 
have a dividend coming back on the interest we paid. 

Senator CarrHart. I can see merit in having a flat 2 percent, or 
whatever it might well be. 

My point is, as you make profit—we have not only REA to think 
about in this matter, but we have to think about all these other agencies 
to which the Government loans money. 
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Would you feel that it would be a good thing to have some kind of 
a law whereby agencies would equalize the interest rates out of their 
earnings in the future and bring them up to exactly what the Federal 
Government pays for the money it borrows? 

I am not trying to pick up clean, because all the bills introduced 
in Congress are always subject to amendment. The purpose of hear- 
ings, such as we are having here today, is to get ideas on how best 
to write legislation. 

Mr. Forseru. I have no personal knowledge of Federal housing or 
these other things that you are mentioning, but I do have knowledge 
about the REA program. 

Senator Capenarr. One more question, then: 

Do you have any specific knowledge of any loans that the REA over 
the last number of years has turned down or failed to make within a 
reasonable length of time? Or any injury that they have done to 
REA through virtue of refusing to do something ? 

Mr. Forsetru. Williams Electric has had no loan pending for many 
years until just within the past couple of months, when we have had 
one, and that, of course, we don’t expect to have action on yet. 

Senator Capenart. Do you know of any other co-op in your State 
that has had a Joan turned down or an unusual delay ¢ 

Mr. Forsetu. No; I donot. 

Senator Lauscue. Thank you, sir. 

Senator Martin ? 

Thanks very much, Mr. Forseth, for your interesting statement and 
discussion. 


Mr. Forsern. Thank you, gentlemen. 
Senator Lauscne. Mr. R. B. Awbrey, from Bennettsville, S. C. 


STATEMENT OF ROBERT B. AWBREY, MANAGER, MARLBORO 
ELECTRIC COOPERATIVE, INC., BENNETTSVILLE, S. C. 


Mr. Awsrey. Mr. Chairman, members of the committee, my name 
is Robert Awbrey. 

Senator Lauscue. Mr. Awbrey, your complete statement will be 
made a part of the record, and, if you care to, you could just recite the 
principal thoughts that you had in mind, instead of reading your entire 
document, or you may read your entire document. 

Mr. Awsrey. Mr. Chairman, with your permission—this will take 
about 15 minutes, and I am afraid I might leave out some of the high- 
lights if I don’t go through it. 

Senator Lauscue. Proceed. 

Mr. Awprey. As stated, Mr. Chairman, my name is Robert Awbrey. 
I am from Bennettsville, S. C., and am manager of the Marlboro Elec- 
tric Co-op. 

May I say I appreciate this opportunity to appear before this com- 
mittee and speak in support of bill S. 2990, introduced by Senator 
Humphrey in the Senate of the United States, January 13, 1958. 

Primarily, my testimony before this committee is to show what in- 
creased interest rates would do, not only to my cooperative but to every 
cooperative in the United States. 

However, before I pinpoint the effect increased interest rates would 
have, I should like to tell you of the area in which! my cooperative 
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is located; the problems that we have encountered in getting service 
to the rural people; the problems we also have in being financially 
able to live up to the intent of the loan contract. 

The Marlboro Electric Cooperative, Inc., is located in the southeast 
corner of the State of South Carolina; our service area includes all 
of Marlboro County and one-half of Dillon County. 

In 1939, when my cooperative began construction, we agreed with 
REA that we would give 100 percent area coverage. 

In other words, electric power would be made available to every- 
one desiring electric service. We would take the thick along with the 
thin and we would keep rates at the lowest possible level consistent with 
sound management. This, Mr. Chairman, we have done. 

Our service area is strictly agricultural, and we are strictly rural 
in operation. However, the accomplishments we have made have been 
with the greatest odds against us. 

Areas that were thickly populated and where the people had begged 
the commercial companies for electric service for so many years were 
quickly served by the power company when it was known by them that 
the cooperative would serve these people. 

In numerous cases, however, they absolutely refused to serve the 
tenant houses which, in many cases, were not more than 100 feet from 
the landowner’s home. 

However, the cooperative did not draw a line as to who would be 
served or who would not be served, but extended service to all request- 
ing service. In doing this, many miles of line had to be built where 
the revenue was, and is today, absolutely minimum. 

At the present time, we are serving approximately 3,200 consumers, 
over 750 miles of line, with our total membership approximately 77 
percent tenant farmers—people in the lowest income bracket. How- 
ever, in 1956, we were serving approximately 3,600 consumers. The 
reason we have lost consumers in the past few years was brought about 
by Mr. Benson’s soil bank. 

Frankly, it has had a disastrous effect on our operation because you 
see, Mr. Chairman, when a landowner puts his acreage in the soil bank 
the tenant farmers cease to have an income. Therefore, these people 
have been forced to leave the farm in ever-increasing numbers. At the 
present time, we have more than 400 vacant houses on our system and 
this, within itself, has resulted in a very serious problem. 

We, in good faith, extended service to these homes, which resulted 
in a tremendous plant investment, and, although these houses are 
vacant, we must take depreciation on the plant investment and, at the 
same time, pay principal and interest on the loan. 

Last November, we reached maximum payments on our loan, and 
I believe you can see, with decreasing revenue and increasing cost, our 

roblemsaremany. Tobe perfectly frank, it is becoming increasingly 
hard to live up to the commitment made to REA. 

Mr. Chairman, it is my opinion that there is a conspiracy, by the 
administration, to completely destroy the rural electrification program. 

It seems to me that Mr. Sherman Adams and Mr. Benson are com- 
mitted, evidently, to the private power companies and the investment 
bankers to deliver the electric cooperatives to this group, completely, 
in a neat package. 
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I fear for the people of the United States that, if this is ever done, 
electric rates will increase at a very rapid rate, the same as the telephone 
rates, because there will be no one to look after the interest of the 
consumer. 

Mr. Chairman, I submit to you: Never in the history of the United 
States has the Federal Government had such a program as REA that 
has benefited so many people in all walks of life—whether they live in 
the city, the urban, or rural area, as this program has done. 

I should like to call further to your attention the terrific impact this 
program has had on the overall economy of our Nation and point out, 
further, that the standard of living for many, many millions of fami- 
lies has been raised to the highest level ever known in the history of 
our country. 

I say, Mr. Chairman, a program such as this, with all its benefits to 
all mankind, should never in the wildest imagination of man be made 
a political patronage deal. 

There has been a lot of talk. Yes, the power companies of this 
Nation have spent many millons of dollars in hate advertising, telling 
the public that the electric cooperatives and the rural-electrification 
program is subsidized. 

Of course, it is well know that the power companies never deal in 
facts or truths. The rural-electrification program has not cost the tax- 
payer one penny. 

he Administrator of REA has reported to the Congress that the 
Treasury of the United States has netted better than $45 million from 
this program and never has there been a better risk than the rural elec- 
tric cooperatives. Our repayment record is an enviable one. 

While I am talking about subsidies, it is my understanding that the 
taxpayers, through the Atomic Energy Commission, have just sub- 
sidized the Duquesne Power Co. at the Shippingport generation plant 
to the tune of $115 million. 

Duquesne Power & Light investment in this plant is only $5 million, 
but Duquesne Power & Light Co. owns the plant, and we are told this 
is part of the Government and private power company partnership. 

Mr. Chairman, I say to you, I think it is a wonderful partnership 
for Duquesne Power & Light Co., but a miserable one for the taxpayers. 

I should like to point out that this gift is more than twice the cost of 
the entire rural-electrification program in the State of South Carolina. 
I would point out further that the rural electric cooperatives in the 
State of South Carolina will, and are, paying back every dime of our 
loan to the Government, plus interest. 

Mr. Chairman, we, the rural electric cooperatives, nationwide, en- 
dorse wholeheartedly and fully support bill S. 2990, introduced by 
Senator Humphrey in the Senate of the United States, January 13, 
1958, because we believe the Administrator of REA should be the sole 
determinator of whether a loan should be approved or disapproved. 

I firmly believe that the Administrator of REA and his very com- 
al staff are in a very much better position to approve loans than the 

ecretary of Agriculture. 

It is my understanding that the Congress of the United States, when 
they passed the Rural Electrification Act, gave the Administrator of 
REA full power to carry out the affairs of his office. I believe the Con- 
gress stated further that the Administrator will carry out his duties 
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in a nonpartisan manner and that the Office of the Administrator 
would never be a political patronage job. 

I say to you, the Secretary of Agriculture, regardless of whether 
he be Democrat or Republican, will always be a political appointee. 
The fact that he is a member of the Cabinet, I fear, he would never 
be nonpartisan in his actions. 

We believe that REA has always been and must remain non- 
partisan and nonpolitical or the rural people, for which it exists to 
serve, must suffer. 

The REA Act is most specific on this principle, and the 10-year 
term of the Administrator was established to isolate the agency from 
the tides of political fortune. 

We believe, also, that the most important reason the REA program 
has proven a sound lending venture for the Federal Government is 
that the loans have been based upon feasibility and need—nothing 
more. 

Mr. Chairman, we believe that in the present Administrator, Mr. 
Hamil, we have an able, conscientious, and nonpartisan Adminis- 
trator. However, we do feel his hands are tied and he cannot carry 
out his duties or the intent of Congress at the present time. 

Frankly, we feel the condition, as it now exists, is a very serious 
one. 

There are many problems that beset a rural electric cooperative. It 
can be stifled and killed in a number of ways: 

1. Not to have any loans made available through the Rural Electri- 
fication Administration. In other words, loans turned down when 
they are needed. 

2. Eliminate the source of credit from the Federal Government 
where the cooperatives would have to seek funds from Wall Street 
at an increased interest rate. 

3. For the Federal Government to increase the interest rate by such 
an extent over the 2 percent rate whereby we could not afford to bor- 
row money at the new rate. 

Mr. Chairman, it is my understanding that the Congress of the 
United States, when the Rural Electrification Act was passed, real- 
ized that rural areas were marginal areas and in order for the coop- 
erative to give 100 percent area coverage, the interest rate would 
have to remain at the lowest possible level. 

We believe that the Congress of the United States today has a 
moral obligation to live up to because we have gone all the way and 
served the people who could not get service any other way, even 
though the cost was high and the return was low. Surely the Con- 
gress of the United States will not desert us now. 

There is still a tremendous job to do and, yes, Mr. Chairman, 
there are rural people today who do not have electricity. 

In the past few years, there have been numerous pieces of legis- 
lation that have been introduced plus proposals that have been made 
to increase the REA interest rate, with the latest proposal being that 
we go to private financing for our funds. There has been a lot of 
talk that we could get funds and that we could also pay a higher in- 
terest rate than we are paying today. 

Frankly, Mr. Chairman, this is just not so. 
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I am gravely concerned as to how soon, if this should happen, we 
would be bankrupt and our systems turned over to the power trust 
monopoly. 

ws Srereagan 2 years ago, we made a study of what the effect 
would be to our cooperative if the interest rate was increased as of 
June 1957 to 3 percent and 4 percent. 

In other words, loans already made as of July 1957 would remain 
at 2 percent. Loans made after July 1957 were figured at 3 percent 
and 4 percent, and I tell you, the results were most alarming. 

Mr. Chairman, I didn’t know until yesterday morning that I could 
say this to you, but I would like to say at this time, our auditors, 
Respess & Respess, certified public accountants, from Atlanta, Ga., 
prepared the rate study we had made in 1957 through 1960, and I 
with your permission—if there is no objection—I would like to enter 
this into the record. 

Senator Humrnrey (presiding). Yes, indeed. 

(The document referred to follows :) 


Sprectrat Report oF INTEREST ON LOANS, 1957 THROUGH 1960, MarRLBoRO ELECTRIC 
COOPERATIVE, INC., BENNETTSVILLE, 8. C. 


Respess & RESPESS, 
CERTIFIED PusLIC ACCOUNTANTS, 
Atlanta, Ga., April 2, 1957. 
MAkLBORO ELECTRIC COOPERATIVE, INC., 
Bennettsville, 8. C. 


GENTLEMEN : We have completed a study of interest charges of the Marlboro 
Electric Cooperative, Inc., and prepared exhibits showing the effect an increase 
in interest rates would have upon interest charges and net margins. 

Our report is herewith submitted including the following exhibits and graphs: 


Exhibit A—Balances of principal and deferred interest. Years 1957 through 1960. 

Exhibit A-1—Graph illustrating exhibit A. 

Exhibit B—Interest charges at 2, 3, and 4 percent on construction obligations. 

Exhibit B~1—Graph illustrating exhibit B. 

Exhibit C—Statements showing effect of interest charges on net margins had the 
interest rate been 3 percent from 1941 through 1960. 

Exhibit C-1—Graph illustrating exhibit C. 

Exhibit D—Statement showing interest charges from 1941 through 1960 should 
the cooperative be compelled to refinance all construction obligations outstand- 
ing at June 30, 1957, and increase interest rates to 3 and 4 percent respectively. 

Exhibit D-1—Graph illustrating exhibit D. 


COMMENT 


The balances submitted and interest charges computed were based on additions 
to the construction obligation of $361,984.30 in 1957, $107,500 in 1958, $100,000 in 
1959, and $50,000 in 1960. Payments were computed at established rates in 
accordance with the existing loan contract. 

Based on the present ratio of interest charges to total operating revenues, an 
increase of all interest rates to 4 percent would more than absorb all of the 
electric operating margins and reduce patronage capital to a deficit. 

Respectfully submitted. 

Jas. L, REspPrss. 
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Exursir A 


Balances of principal and deferred interest loans based on changes in interest 
rates 


PRINCIPAL BALANCES 








Year Beginning of End of year Average 
year 
tet iwimaedtatatimmiateutintachshink ddan ane aee $1, 300, 826.93 | $1,623, 447.76 $1, 462, 137. 35 
Ph ctvdtiiacnmecdcbubibeatinnantanehavetweudpedeubensim 1, 623, 447.7 1, 692, 195. 87 1, 657, 821. 82 
Di d.Gbecntnbretilaleudaevdbuctnihackoareienaa kil 1, 692, 195. 87 1, 751, 420. 43 1, 721, 808. 15 
Se ticki Sias es eotiicvisl shed Reka ec isteach hash cnade shake eunniaaip ease | 1, 751, 420. 43 1, 760, 420. 43 1, 755, 920. 43 
DEFERRED INTEREST BALANCES CHANGE TO 3 PERCENT AT JULY 1, 1957 
a 
BE Ciicdicthn ce iacandaktaeedinanatiensin detesdagaiile $56, 591. 40 $62, 452. 64 $59, 522. 02 
1958_. > Ekin odin dea aamestenedi dias tegen waa il 62, 452. 64 70, 566. 36 66, 509. 50 
Eee We ick ate ine im aa 70, 566. 36 | 81, 746.41 | 76, 156. 39 
reese enioteneaetinpennntaenbnene aan mere onary 81, 746. 41 | 95, 120. 29 88, 433. 35 


DEFERRED INTEREST BALANCES CHANGE TO 4 PERCENT AT JULY 1, 1957 








$56, 591. 40 $63, 762. 56 $60, 176. 98 
63, 762. 56 74, 220. 36 68, 991. 46 
74, 220. 36 | 88, 780. 33 81, 500. 35 

88, 780. 33 106, 289. 13 97, 534. 73 
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MARLBORO ELECTRIC COOPERATIVE, INC. 
GRAPH ILLUSTRATING EXHIBIT "A" 


DOLLARS 
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EXHIBIT B 


Interest charges at 2 percent, 3 percent, and 4 percent on construction obligation 
from Jan. 1, 1957, to Dec. 31, 1960 


Year 





Interest at 2 percent to June 30, 1957, and interest at 3 percent after July 1, 1957 


Without interest |} With op = 
Year on deferred 3 percen’ 
interest balance | deferred interest 


BO sc aemdionnnaquintiaboowsoneninesesanenasHipenetGbeen ésmnetetea ten $30, 147. 71 $31, 040. 54 
DEES cisovestagdatsonchadcehedbvannseundassduegigavslsscensdneians sation 35, 493. 7, 489. 13 
Ee wn nswecceducsaccectcnhtaeuasuncossccassessetquatecdslugaaghanains 37, 801. 08 40, 085. 77 
GEODS odccussastonccesenccscensnnstugscovccesmuunensiguaaphabeanpoanse 39, 233. 32 41, 886. 32 


Interest at 2 percent to June 30, 1957, and interest at 4 percent after July 1, 1957 





Without interest be? interest at 
Year on deferred percent on 
interest balance delones interest 
balance 


DE cicksdnnenthienenetkcavcscdadatanadsadshieiihacechnmacpmaewaianie $31, 052. 67 $32, 256. 21 
Deas acanconsquitnicsasandoagncsunsianiancequceneceansdsengeuauennel 37, 841. 27 40, 600. 93 
Bs ncicnccewnqanesanadacccaksentnsescqnacensssactunsedenaseaeunnnat 41, 186. 00 44, 446. 01 
PI cca anannpeinacciecaeendsquaveies tenccubquaseetetieasuayeehahonne 43, 368. 24 47, 269. 63 

Total... igccceccggennasissnvowwesonmmminiaseiedtiediaanmnnes 153, 448. 18 164, 572. 78 
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MARLBORO ELECTRIC COOPERATIVE, INC. 
GRAPH ILLUSTRATING EXHIBIT "B 
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36,000 
—-35, 606 
34,000 
33,000 
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31,906 
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29,000 
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ExHrsit C 


Statement showing effect on interest charges and net margins had the interest rate 
been 3 percent from 1941 through 1960 





Year Interest at Interest at Increase interest 
2 percent 3 percent decrease margins 

ca sana es chiar ete ectabeh tessa cab icesasef oe abate $4, 607. 39 $6, 911. 08 $2, 303. 69 
I i sisacstcloSeovca inns Gncbesepenchvkinshe ikcaed eabtacaaidleredeaasieaie 5, 366. 25 8, 049. 38 2, 683. 13 
DN roi ee neha Susanna staaemsieda anaes 6, 456. 32 9, 684. 48 3, 228. 16 
A haicNl auinince ities esarsth ot caicschiesa aude iain ethane ne 5, 379. 78 8, 069. 67 | 2, 689. 89 
I a a ae a 4, 766. 68 7, 150. 02 2, 383. 34 
SE airs idacs ap nite Raab wile cackss edie amdidecenacmenaaretemaiac seaeaetine 6, 435. 10 9, 652. 65 3, 217. 55 
ll nkihcebdseiius ia bindcmeniniinehandnnaatemananadien 9, 225. 13 13, 837. 70 4, 612. 57 
Sitar digiehiciarteadhen aig eailincdadienagalaanpanhenaaen 12, 889. 55 19, 334. 32 6, 444. 77 
RE i siinduihtnveivntitindditinmm aaa aiemeldipcamaiamaimiteanialendadad 17, 435. 49 26, 153. 24 8, 717.75 
Is cailinainid etd cicmceabunhdharnnsdieiatescipacdteedeilceenisnaltibapediabsoiatoe 19, 664. 97 29, 497. 45 9, 832. 48 
isi sdelcstcees apa tenascin tes dedetdeineieindibragletietadasiainns 20, 383. 21 30, 574. 82 10, 191. 61 
Incest speehemicncopac eases chediliticks sei irlp n icinasinataaamaam 21, 316. 00 31, 974. 00 10, 658. 00 
SL instjcexdaenitssscabatninenibiintbininns tipbindiee diate peenbudecna mele 22, 644. 00 33, 966. 00 11, 322. 00 
ick sdseasccisatestpstmiatictae Daca yidelloiienbiaiena tml s aaah 24, 524. 00 36, 786. 00 12, 262. 00 
I scissile ser cbsonelettceshtas nice tsanbtmaasdelceamoniti 25, 271. 27 37, 906. 90 12, 635. 63 
a a 25, 096. 89 | 37, 645. 34 12, 548. 45 
I aed ahin a  eniakas ce teenies a elec eeaciaia a 29, 242. 75 | 43, 864. 12 14, 621. 37 
ee 33, 156. 44 49, 734. 66 16, 578. 22 
I i ina indahocs Se cnsiati a nseni thaeaire eddie aie Maal 34, 436. 16 61, 654. 15 17, 217. 99 
it ehictdces detslecapaiineateiacacaitacnse xan neataianines edie 35, 118. 41 52, 677. 61 17, 559. 20 

NG Hihlinsarsicchameaomewtetaiiienintnasitad 363, 415. 79 545, 123. 50 181, 707. 80 
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MARLBORO ELECTRIC COOPERATIVE, INC. 
GRAPH ILLUSTRATING EXHIBIT ies 
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Exursit D 


Statement showing interest charges from 1941 through 1960 should the cooperative 
be compelled to refinance all construction obligation outstanding at June 30, 1957, 
and increase interest rates to 3 and 4 percent, respectively 





Interest at 2 Interest at 2 
percent to June | percent to June 
Year 30, 1957: interest | 30, 1957; interest Increase 
at 3 percent from | at 4 percent from 
July 1, 1957, to July 1, 1957, to 
Dec. 31, 1960 Dec. 31, 1960 














$4, 607. 39 $4, 607. 39 0 
5, 366, 25 5, 366. 25 0 
6, 456, 32 6, 456. 32 0 
5, 379. 78 5, 379. 78 0 
4, 766, 68 4, 766. 68 0 
6, 435. 10 6, 435. 10 0 
9, 225, 13 9, 225. 13 0 
12, 889, 55 12, 889. 55 0 
17, 435, 97 17, 435. 49 0 
19, 664. 49 19, 664. 97 0 
20, 383, 21 20, 383, 21 0 
21, 316. 00 21, 316. 00 0 
22, 644. 00 22, 644. 00 0 
24, 524. 00 24, 524. 00 0 
25, 271. 27 25, 271. 27 0 
25, 096. 89 25, 096. 89 0 
38, 041. 48 45, 649. 77 $7, 608. 29 
51, 729. 94 69, 172. 54 17, 442. €0 
53, 938. 94 72, 132. 34 18, 193. 40 
55, 330. 61 74, 138. 20 18, 807. 59 
430, 503. 00 492, 554. 88 62, 051. 88 





27304—58——16 
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Mr. Awsrey. When the annual meeting of the National Rural 
Electric Cooperative Association was held in Dallas, Tex., in Feb- 
ruary of this year, we learned of the latest proposal recommended by 


the President of the United States where loan funds would be 


reduced considerably from REA and the balance of the funds needed 
would come from Wall Street. 


We believe that our interest rate, if this should happen, would be 


increased to 6 percent minimum with a ceiling possibly as high as 
8 percent. 


I immediately contacted the audit firm who prepared our audit each 


year and requested a new study be made, using interest rates on all 
future loans at 6,7, and 8 percent. 


In this study we assumed that the interest rate of the loans 
already made would remain at 2 percent. 


Mr. Chairman, I have with me a copy of this study and if there is 
no objection and with your permission, I should like to insert this in 
the record. 


Senator Humpurey. Let me take a look at that, please. Is this 
part of the exhibit ? 


Mr. Awprey. It isin the testimony. 
_Senator Humpnrey. Very good. I just wanted to make sure we 


were able to properly reproduce this for the purposes of the hearing. 
Thank you very much. 


(The document referred to follows :) 


SpecrAL Report ON EFFECT OF CHANGES IN INTEREST RATES ON LOANS, 1958 
THROUGH 1965, MARLBORO ELECTRIC COOPERATIVE, INC., BENNETTSVILLE, 8. C. 


Respess & RESPESS, 
CERTIFIED PUBLIC ACCOUNTANTS, 
Atlanta, Ga., March 20, 1958. 
MARLBORO ELECTRIC COOPERATIVE, INC., 
Bennettsville, 8. C. 


GENTLEMEN: We have completed a study of the effect certain changes in 
interest rates would have upon the operations of the electric cooperative. 
The results of our study are submitted in the following exhibits: 


Exhibit A.—Principal balances of long-term debt, years 1958 through 1965. 

Exhibit A-1.—Graph showing average principal. balances on long-term debt. 

Exhibit B.—Interest computations at various rates, years 1958 through 1965. 

Exhibit B-1—Graph showing interest expense at various rates. 

Exhibit C.—Effect upon margins of changes in interest rates, years 1958 through 
1965. 

Exhibit C-1.—Graph showing the effect on margins of changes in interest rates. 

Exhibit D.—Schedule showing increases in interest expense and decreases in 


margins that would result from changes in interest rates, years 1958 through 
1965. 


The balances shown and interest computations were based upon the present 
loans and contracts and estimated future requirements as listed on exhibit A. 
Respectfully submitted. 


Jas. L. RESPESS. 
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Exurit A 


Principal balances on long-term debt, years 1958 through 1965 


Beginning of End of year Average 
year balan: 
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The above balances included the following anticipated new loan requirements: 


Construction Sec. 5 loans Total 
loans 


$75, 000 
50, 000 
75, 000 

150, 000 

200, 000 


550, 000 
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ExuHrsit A-1 


SOUTH CAROLINA 27 MARLBORO 
MARLBORO ELECTRIC COOPERATIVE, INC. 
BENNETTSVILLE, SOUTH CAROLINA 
GRAPH SHOWING AVERAGE PRINCIPAL BALANCE ON 
LONG-TERM ‘DEBT 
YEARS 1958 THROUGH 1965 
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Rxurmir B-1 


SOUTH CAROLINA 27 MARLBORO 
MARLBORO ELECTRIC COOPERATIVE, INC. 
BENNETTSVILLE, SOUTH CAROLINA 
GRAPH SHOWING INTEREST EXPENSE ON ALL EXISTING 
LOANS AT 2%, NEW LOANS AT 2%, 6%, 7% AND 84% 

8 TH 196 
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Exuisit C-1 


SOUTH CAROLINA 27 MARLBORO 
MARLBORO ELECTRIC COOPERATIVE, INC, 


BENNETTSVILLE, SOUTH CAROLINA 
GRAPH SHOWING THE EFFECT ON MARGINS BY 
CHANGES IN INTEREST RATES 


YEARS 1958 THROUGH 1965 





NET 
MARGIN 
' $30,000. 
t 
- 
&. 
$20,000. 
3 
ny 
+ $10,000. 
1 
QO. 
* ($10,000. 
' 
& 
” 
($20,000.) 2 
© 
-_ 
& with Interest @ 24 3 
2 ($30,000. ) Margins with Interest @ 2% and 6% 
Margins with Interest @ 2% and 7% 
a Margins with Interest @ 2@ and & 4 
' 
* ($40,000. ) 
1958 1959 1960 1961 1962 1963 1964 1965 
YEARS 


Exuisir D 


Schedules showing increases in interest expense and decreases in margins that 
would result from changes in interest rates, years 1958 through 1965 


Interest at | Increase | Interest at| Increase | Interest at| Increase 


Year Interest at | 2and6 interest 2 and 7 interest 2and 8 interest 

2 percent percent decrease percent decrease percent decrease 

margins margins margins 
$32, 924. 53 | $34,424.53 | $1,500.00 | $34,799.53 | $1,875.00 | $35,174. 53 $2, 250. 00 
34, 212.70 | 37,212.70 3, 000. 00 37, 962. 70 3, 750. 00 38, 712. 70 4, 500. 00 
32, 472. 65 36, 078. 75 3, 606. 10 36, 980, 28 4, 507. 63 37, 881. 80 5, 409. 15 
31, 252.42 | 36, 592. 84 5, 340.42 | 37, 927.95 6, 675.53 | 39, 263.05 8, 010. 63 
32,098.75 | 42,925.58 | 10,826.83 | 45,632.28 | 13,533.53 | 48,338.99 16, 240. 24 
32, 430. 93 46, 619. 02 14, 188. 09 50, 166. 05 17, 735. 12 53, 713. 07 21, 282. 14 
34, 696. 16 55, 474. 95 20, 778. 79 60, 669. 65 25, 973. 49 65, 864. 35 31, 168. 19 
36, 235.97 | 62,212.52 | 25,976.55 | 68,706.66 | 32,470.69 | 75,200.79 38, 964. 82 











266, 324. 11 | 351,540.89 | 85, 216.78 | 372, 845. 10 | 106, 520.99 | 394,149.28 | 127, 825.17 
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Senator Carenarr. Who prepared this? 

Mr. Awprey. Respess & Respess, certified public accountants, At- 
lanta, Ga., Senator. 

Senator CarenaArt. Is that a complete audit of your own company? 

Mr. Awsrey. No. It is not an audit. It is a study of increased 
interest rate, and the effect it would have on our operations. 

Senator Carenarr. Your operations? 

Mr. Awprey. Yes, our particular basis. 

Senator Carenart. And what do you use as a basis—6 percent or 7 
percent ? 

Mr. Awsrey. We presume loans at the present time would remain 
at 2 percent, but all new money would be 6, 7, and 8. 

Senator Carruarr. Where did you get 6,7, or 8? 

Mr. Awrsrey. We just figured 

Senator Carrnart. Do you know of any utility company that is 
paying 6, 7, or 8 percent? 

Mr. Awsrey. No, Senator. But we just don’t rate with the utility 
companies. I don’t think we can borrow money. 

Like I say, this is my opinion, and my study. I don’t think we can 
borrow 1 dime less than at 6 percent, or that we could even borrow a 
dime, to be frank with you, Senator, and I think it would go to 8 
percent. 

Senator Humrurey. Consolidated Edison paid 5 percent last year. 

Mr. Awprey. We are not Consolidated Edison. 

Senator Humenrey. It is not exactly a rural co-op. 

Mr. Awsrey. Personally, I am not sure an investment company 
would be interested in us, because my neck is too low. I am prac- 
tically nothing. I don’t know the figure, the rate, offhand. 

A copy of the rate study has been forwarded to the National Rural 
Electric Cooperative Association and, at their request, I prepared an 
article which was published in the May issue of the national magazine 
entitled “Interest Rates and Our Future.” 

Mr. Chairman, if there is no objection and with your permission, 
T should also like to insert this into the record. 

(The document referred to follows :) 


INTEREST RATES AND OUR FUTURE 


By Bob Awbrey, Manager, Marlboro Electric Cooperative, Inc., 
Bennettsville, 8. C. 


Over the past few years several pieces of legislation have been introduced in 
the Congress, and other legislation proposed which, if passed, would seriously 
affect the continued successful functioning of the rural electrification cooperatives 
and program. 

It is of more than passing interest to note that each successive piece of 
anti-REA legislation introduced or proposed has been of a more serious nature 
and more devastating in its proposals, provisions, and results. 

The most recent of this proposed legislation, and the most serious in effect if 
its provisions were enacted into law, is the administration’s proposed legislation 
to raise REA interest rates through a so-called revolving fund and insured 
loan program. It has been conservatively estimated that if this proposal were 
now in effect, it would raise REA interest rates to some 6 percent. 

In attempting to counteract these anti-REA proposals the rural electric co- 
operatives have presented some very formidable and cogent arguments and facts, 
including the following: 

Rural electric cooperatives have an excellent repayment record ; 
The Federal Government has made and not lost money on their loans to 
REA borrowers ; 
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The United States has loaned large sums of money to foreign nations at 
less than the 2 percent charged REA borrowers and sometimes with no 
interest charged, no repayment of principal and on more favorable terms; 

The private commercial power companies are receiving outright subsidies 
under sections 167 and 168 of the Internal Revenue Code which will amount 
to some $24 billion ; 

Most American business has at one time or another been subsidized, 
whereas this is not true of the rural electric cooperatives ; 

We must take into account the social aspects of the rural electrification 
program ; 

The contrived “hard money” policy is of a temporal nature and is rapidly 
disappearing ; 

The rural electric cooperative distribution and generation and transmission 
systems serve as a competitive yardstick ; and 

When the REA interest rate was fixed by the Congress in 1944 at 2 percent, 
the Congress entered into a “moral covenant” with the rural electric coopera- 
tives and rural people whereby the cooperatives agreed to provide the added 
burden of complete area coverage if the Congress would maintain a 2-per- 
cent interest rate. The rural electrics have lived and are continuing to live 
up to their part of the “covenant,” and the Congress has a moral obligation 
to live up to its part. 

These and many other good arguments have been presented to the public and 
the Congress in answer to and refutation of the various proposals which would 
raise our interest rates. 

Also, several States—Illinois and North Carolina specifically—have made excel- 
lent and detailed studies showing in general what the effect would have been on 
their systems had an increase in interest rates been in existence in the past. 

But the real question to be answered, and one which to my knowledge to date 
has not been answered, is what will happen to the rural electric systems in the 
future if REA interest rates are increased? 

It is not a difficult task for any rural electric system to accurately estimate 
what the effect of a raise in interest rate would mean to their individual system. 
In managing any rural electric cooperative, it is axiomatic that estimates of 
future needs and future planning must be made. These projections, if complete, 
definitive, and accurate, provide the basic information needed to arrive at an 
actual and factual answer to the question: “What effect will an increase in in- 
terest rates have on the efficient and continued functioning of a rural electric 
cooperative?” (Of course, we have to assume that future loan funds will be 
available to any system regardless of the source of funds or the interest rate.) 

To estimate the effect of a raise in REA interest rates the following information 
is needed: 

1. The existing principal debt outstanding ; 

New loan requirements ; 

The estimated future principal balance outstanding ; 

The present and future interest payments on existing loans ; 

. Future interest rate requirements at various levels of interest rates; 
. Estimated operating margins before interest deductions ; and 

. Estimated net operating margins or deficits. 

Table 1 shows, from 1958 through 1965, what the estimated principal balances 
on long-term debt will be for the Marlboro Electric Cooperative. Table 2 is an 
estimate of our anticipated new-loan requirements for the years 1958 through 
1964. As is shown, for the next 6 years our system will be borrowing some $1.2 
million in order to continue to provide complete area coverage and continued full 
service to our member consumers. 

With these basic data it is possible to estimate our future interest charges at 
various rates. 

Detailed in table 3, column 1, is our interest rate charges at 2 percent for the 
years 1958 through 1965 on existing long-term debt. Column 2 of table 3 pro- 
vides data on future interest payments on additional requirements assuming the 
existing 2 percent interest rate. And column 4 is an estimate of our interest 
rate charges on future requirements based on 6 percent interest cost. By adding 
columns 1 and 4 we can arrive at our total interest rate charges on existing long- 
term debt at 2 percent and future debt at 6 percent (column 5). By combining 
these 2 columns we arrive at a total interest cost for the years 1958 through 1965 
of $351,500 as compared to $266,300, if our interest rate continues at 2 percent— 
an increase of some 30 percent, 


NP apo 





1 
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The remaining estimate that needs to be made in order to complete an analysis 
on what the effect of an increase in RHA interest rates will be, is an estimate of 
operating margins. Table 4, column 1, shows the estimates of operating margins 
for the Marlboro Electric Cooperative system for the years 1958 through 1965. 
Now, by deducting interest costs for these years on existing debt at 2 percent (col. 
2) and interest cost at 6 percent on future loan requirements (col. 4) we can 
arrive at our estimated net operating margins for future years (col. 5). 

As shown in table 4 and chart 1, based on an interest cost on existing long- 
term debt of 2 percent and a 6 percent interest cost on future debt, the Marlboro 
Electric Cooperative would be operating at a deficit, in the red, beginning in the 
year 1962 and in all subsequent years. 

Of course this analysis is based on an assumed gross operating revenue and 
operating margins. It appears quite valid and obvious to argue that if rates were 
raised sufficiently to provide funds to continue to operate in the black, rates 
would have to be increased to such an extent that the cooperative would soon 
fall prey to power company infiltration and sell out. 

The above analysis, in my opinion, is vitally needed by every electric system 
if we are to present a logical and complete argument in opposition to any 
attempt to raise REA interest rates. Only by such an analysis can we maintain 
that a raise in REA interest rates will preclude our continued attempts to provide 
complete area coverage. 

Only such an analysis, take in conjunction with the above other arguments, can 
prove that if REA interest rates were raised we could no longer continue to 
function as a competitive yardstick. 

Only by presenting a well-rounded, complete, factual and logical argument and 
analysis can the rural electric cooperatives make clear to the Congress and the 
public and convince them that any legislation aimed at increasing REA interest 
rates is aimed at eliminating the REA program. 

We cannot convince the Congress and the public that a 2 percent interest rate 
should be maintained, or the rural electrification program should be maintained, 
merely because it should be maintained. 

In my opinion, only by presenting a well-rounded and logical analysis as 
has been attempted in this article can we hope to convince the voters of this 
Nation, both rural and urban, that the REA program is not subsidized; that it is 
operating efficiently and effectively and providing an economic and social function 
not only for rural America, but by its very existence providing a vital economic 
and social function for urban America. 


MARLBORO ELECTRIC COOPERATIVE, BENNETTSVILLE, S. C. 


TABLE 1.—Principal balances on long-term debt, year 1958 through 1965 


Beginning of End of Average 
, year bal 


$1, 761, 123 
1, 660, 147 
1, 587, 118 


he 


1, 724, 322 


Note.—The above balances included the following anticipated new loan requirements. 
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TABLE 2 
Year Construction} Section 5 Total 
loans loans 

alts idosdkded Gibrhinrieg on narnia iA aiahelae ei nhachmbiiaeninngip maaan kee mnie $146, 000 $75, 000 $221, 000 
i istditilnm inline miniwenedag teeeatitniniinnphihonpundngpciigemnndas dpa 50, 000 50, 000 
so ec ae nudaaminngseasueaensie cae ebeaemnonaca Ea et nee 75, 000 75, 000 
ED etn dhecpicinianidich ncaa nna ypaliaeaiione tniiceattieinan ceaeanaalmanmcaesnaaaee 100, 000 150, 000 250, 000 
I ibniaiectnhinin aebiannwpaaecieiigianlshacdlagiaitesen amantadine 250, 000 200, 000 450, 000 

Ui cn bncsindhind tes nneccibicibae stivuteauleidmaammemial 496, 000 550, 000 1, 046, 000 

TasLe 3.—Interest computations at various rates, years 1958 through 1965 

Interest on | Interest on Interest on 
resent future ro- Total, cols. future re- Total. cols. 
Year allocation quirements l and 2 quirements land4 
at 2 percent | at 2 percent at 6 percent 
(1) (2) (3) (4) (5) 

ee Dibieiesnes ae $32, 175 $750 $32, 925 $2, 250 $34, 
Siiniancavak sun ehinatiotindentiaia es 32, 713 1, 00 34 213 4, 500 37, 213 
DE ss cékeollaswacdaude ade tibmiin 30, 670 1, 803 32, 473 5, 409 36, 079 
Nn iitacsiae niet aceidk eramemamiiraie 28, 582 2, 670 31, 252 8,011 36, 593 
Dn cinutiamnminmawainitbadarsti® 26, 685 5, 413 32, 099 16, 240 42, 926 
NAS clic bia ks clade occas 25, 337 7, 094 32, 431 21, 282 46, 619 
Ri avda4 ouighlamduns accep aici’ 24, 307 10, 389 34, 696 31, 168 55, 475 
Dd lid dates nitalies bike edd canner 23,248 12, 988 36, 236 38, 965 62, 213 

OM is eis 223, 717 42, 607 266, 325 127, 825 351, 541 





TABLE 4.—E/fect upon margins of changes in interest rates, years 1958 through 1965 








Operating Estimated Deduct Estimated 
margins Deduct net operat- interest at net operat- 
before interest at | ing margins, | 2 and 6 per- | ing margins, 
Year interest 2 percent cols, 1 and 2 cent cols. 1 and 4 
deductions 
(1) (2) (3) (4) (5) 
a | 
Ma dkseskhsdcckdckshaskoduwndn $47, 925 $32, 925 $15, 000 $34, 425 $13, 500 
Dal cin cuskedéikcmamheieintnns 46, 213 34, 213 12, 000 37, 213 9, 000 
Bb ainnctechtsboarecsetweceeie 44, 473 32, 473 12, 000 36, 079 8. 394 
i i a ice ear 41, 252 31, 252 10, 000 36, 593 4, 660 
RS a dc casas aca eigen eg a te ahaa & 41, 099 32, 099 9, 000 ; —1, 827 
hie 5's: s cca eights waa ciate diglioh ess 41, 431 32, 431 9, 000 46, 619 —5, 188 
PEE paivwkcnntdlaicnancainn ss aed 41, 696 34, 696 7, 000 55, 475 —13, 779 
WE ab decoaess cactabeatatevessede 41, 236 36, 236 5, 000 62, 213 —20, 977 
sctkdaakescc waivasnsien 345, 325 | 266, 325 79, 000 354, 543 6, 217 


Nore.—Figures in col. 3 were furnished by manager as estimates for illustration. 
Minus sign (—) denotes deficit. 
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Mr. Awsrey. I tell you now, if the proposal is carried out to force 
us on the money market, the Marlboro Electric Cooperative, Inc., 
Bennettsville, S. C., will be bankrupt the day the law is put into ef- 
fect. Senator, it is just that simple, because we couldn’t borrow an- 
other penny to save our life. We couldn’t stand it. I sincerely believe 
there will be many other cooperatives in this same condition. 

Mr. Chairman, I believe, from the information I have presented to 
you and the committee, it is clearly evident that the full authority 
must be restored to the Administrator of REA, so he will be in the 
position to act on loans based on feasibility only; that his hands will 
not be tied, and we believe that you cannot have two people who are 
administering the same job. 

We fivinty Welist that, if this is the case, one will be the Adminis- 
trator and one will be a figurehead, and we do not believe that Con- 
gress of the United States ever intended for the Administrator of 
REA to be a figurehead. 

We believe, further, that the Administrator of REA must be non- 
partisan in every way, so that all the people will receive and enjoy 
the revert benefits from this program, the way Congress intended 
it to be. 

From the result of the interest-rate study and the result of all other 
factors, we believe that we must have money available at 2 percent 
interest rate, if we are to carry out the intent of the loan contract with 
the United States Government. 

Senator Humpnrey. Senator Martin? 

Senator Martin. Didn’t your compilation include 3 percent, the 
3% percent? 

Mr. Awsrry. Senator, I’m sorry; I didn’t understand you. 

Senator Martin. Did your compilation that you offered here, the 
study made by the C. P. A. 

Mr. Awsrey. No; it didn’t. I don’t think—I think it is 2, 3, and 
4 percent. That was the first study. 

Senator Martry. They are all in this study ? 

Mr. Awrrey. No, sir. They are in the study right here [indicating]. 

Senator Martin. Have you submitted that for the record? 

Mr. Awprey. Yes, sir; that is in the record. 

Senator Martty. Just so we have it for the record. 

Mr. Awsrey. That is right. 

Senator Marrtn. I want to see the figures and study them. 

Mr. Awsrey. That is right. We made a study back—I believe we 
started a study in January 1957, Senator, using the rates, assuming 
that money, as of July 1957, would be 2 percent. That is, on loans 
already made. Any new money then would be at 3 and 4 percent. 

Senator Martin. And assuming that the new rate would apply to 
all future financing. 

Mr. Awprey. Right. 

Senator Mart. Over what period of time? 

Mr. Awrerey. Well, now, we ran it through 1960. 

Senator Martin. Yes. Thank you. 

Mr. Awprey. We didn’t go any further. 

Senator Martin. That is all. 

Senator Humpnrey. Senator Capehart ? 
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Senator Carenart. Do you know of any loans that have been turned 
down or any loans that have been unusually delayed or any harm or 
injury that the REA had done to you or any other co-op in the last 
few years? 

Mr. Awsrey. Senator Capehart, no, sir; I don’t know. In fact, I 
would never be in the position to know. I have no way to know. 

Senator CareHart. Have they in any way injured your operation? 

Mr. Awsrey. No, sir. I will tell you this: If they raised the interest 
rate on me, I couldn’t borrow another penny. 

Senator Carenart. That wasn’t the question. The question is: Have 
they done it, to date? 

Mr. Awsrey. No. They haven’t doneit yet. No, sir. 

My argument is raising the interest rate. No, sir; they haven’t re- 

me 


Senator Carenart. Why do you say in your statement : 
* * * in the past few years was brought about by Mr. Benson’s soil bank? 


Don’t you know that the soil-bank law was passed by the Congress? 

Why do you refer to it as “Benson’s soil bank”? Mr. Benson has 
absolutely no authority except that which was given to him by the 
Congress. Both Senator Humphrey and I voted for the Soil Bank Act. 

Mr. Awsrey. Well, I say Mr. Benson’s soil bank—Senator, I say 
Mr. Benson’s soil bank—I am the manager of the co-op, my co-op, 
but I can’t help what my board of trustees do and tell me to do, but 
you know I have got to do what they say to. 

Senator Capruart. I am just wondering why you called it Mr. Ben- 
son’s soil bank. 

Mr. Awsrey. I think it is common knowledge, nationwide—at least 
in the State of South Carolina—that it is called Mr. Benson’s soil 
bank. 

Senator Carruarrt. It is an act of Congress. Congress passed it. 

Mr. Awsrey. That is just a title I have given it, Senator. 

Senator Carenart. Well, did you want to embarrass Mr. Benson ? 

Mr. Awprey. No, sir. 

Senator CarrHart. Your fears are what you think may happen in 
the future and not what has happened in the past. 

Mr. Awprey. Well, we know what has happened in the past, Senator, 
but we have no guaranty 

Senator Capenart. You just said a minute ago as far as you knew 
the administration has been excellent up to this time and there has 
been no interference. 

Mr. Awsrey. Senator, I haven’t argued against the administration. 
I believe that you have in Mr. Hamil one of the finest men I ever 
knew. I will tell you this. His political religion and mine are dif- 
ferent, but I will support him, I will tell you that. I believe in him. 
I think he is a fine man. 

Senator Capenart. In other words, you feel, while a good adminis- 
tration has been had in the last 5 years under Mr. Benson and Mr. 
Hamil, and I think, prior to that, Mr. Nelson, you have no objections 
to what has hdameened, you are fearful of what may happen. 

Mr. Awprey. Well, I will tell you this. I just don’t think you have 
an administrator today in the word, what it says, of administrator. 
What the intent of the law, as I understand 
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Senator Carrnart. If you don’t have an administrator today, the 
Congress is responsible for it. 

Mr. Awprey. I might be out of order, sir, but may I ask you a 
question ? 

Senator Capenart. Oh, sure. 

Mr. Awsrey. Do we have one or do we have two administrators? 
Who is the Administrator ? 

Senator CareHarr. The Administrator today under law is Mr. 
Benson. He is the boss, under the law. That may not be a good thing 
and you may well find fault with it, but, if you do, you have to blame 
the Congress and not Mr. Benson. We have to change the law and 
that is the purpose of the hearing we are considering here today. Un- 
der the law Mr. Benson has the responsibility for the operation of the 
REA, and, if it were going badly, which it isn’t—all the testimony 
shows that it is going eal, and I am happy about it—it should be 
Mr. Benson that we would all jump on and not Mr. Hamil, because, 
under the law, Mr. Benson has the responsibility and the authority. 

The purpose of the legislation introduced by the Senator from 
Minnesota is to change that somewhat, but not entirely. His amend- 
ment doesn’t go as far as you gentlemen are advocating because, under 
his amendment, you will be right back under the 1939 act which still 
has REA under the general supervision of the Department of Agri- 
culture. 

So, if you really want to go farther than he—if we want to go as 
far as you gentlemen are advocating—we will have to amend Senator 
Humphrey’s amendment to repeal the 1939 sct. Isn’t that right, 
Senator ? 

Senator Humrnrey. I would say up until 1953 the REA Adminis- 
trator was administrator in fact as well as in theory. The 1939 act 
did provide, as one of the witnesses this morning indicated, that there 
were certain housekeeping and bookkeeping services rendered by the 
Department of Agriculture for REA, but the operational aspect of 
REA was strictly in the hands of the Rural Electrification Adminis- 
trator, as the statute prescribes. 

Mr. Awerey. Well, Mr. Chairman, that is my argument. When I 
said that the Administrator was appointed by the President for a 
10-year term and approved then by the Senate that is the argument 
T was holding all the way along. 

Senator Humrurey. That is the purpose of the 10-year term. 
What Senator Capehart is saying is that the bill that I introduced 
does restore the conditions which existed prior to Reorganization Plan 
No.2 of 1953. It is true that the 1939 act did transfer the REA within 
what we call the general purview of the Department of Agriculture 
for purposes of housekeeping, bookkeeping, and so forth. But insofar 
as the operational aspects are concerned, the Rural Electrification 
Administration under Mr. Wickard, and under Mr. Anker Nelson, 
was excluded from any type of direct. administrative action on the 
part of the Secretary, as the record shows. 

Senator Caprnmart. But if you wanted to make an indépendent 
agency out of it, you would have to repeal both the 1953 and 1939 
acts. 
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Senator Humpnrey. That is right. If you wanted to make it 
completely outside of the jurisdiction of the Department of 
Agriculture. 

fr. Awprey. Senator Capehart, sir, I just said that we heartily 
endorse Mr. Humphrey’s bill. I am not advocating that you repeal 
the whole thing but just that you put—— 

Senator Carenarr. I am not so sure that we shouldn’t repeal the 
whole thing. 

Mr. Awerey. Iam not so sure either, frankly. 

Senator Carenarr. I am one who believes—the Senator from 
Minnesota disagrees—but I am one who believes under the 1939 act, 
had the Secretary of Agriculture wanted to, he could have stepped 
in and taken complete charge of the REA. 

Mr. Awsrey. Senator, if I may say this, if you gave a man a job 
to do and you put the responsibility on his ihouidens. then in the 
name of all that is good and holy, let him have the authority to carry 
it out. 

Senator Carenarr. That is exactly what the Congress did in 1953 
when they gave the job to Mr. Benson, and you gentlemen have been 
complaining about it. 

Mr. Awsrey. As I understand, Mr. Eisenhower appointed Mr. 
Hamil as Administrator. 

Senator Carenartr. That is right. My point is it is a weakness— 
the complaints you make should not be directed at Mr. Benson but 
at the law. Here you have a situation where an REA act was 
passed years ago setting up a director for 10 years and stating certain 
directions. Yet the Congress came back in 1953 and placed a 10-year 
man appointed by the President, confirmed by the Senate, within 
the Department of Agriculture and took his power away from him 
and gave it to the Secretary of Agriculture. That is exactly what 
happened. 

enator Humpurey. May I assure you, Mr. Awbrey, that when the 
Reorganization Act of 1953 was presented, it was on the basis that cer- 
tain bureaus were excluded from the act of 1939. As a matter of fact, 
this is an interesting development. The Secretary of Agriculture 
testified yesterday that he had all the authority under the act of 1939; 
yet the same Secretary testified here in the month of April 1953 that 
there were several features of the Department of Agriculture which 
were not covered by the act of 1939. If the records will be brought 
up that I had here, I would like to read them for the record. One 
of these features was that they needed new authority to bring the REA 
under reorganization. 

In fact, even the act of 1953 excluded certain bureaus of the De- 
partment from reorganizational activity. I was reading from the 
Congressional Record debate, quoted this morning. 

What I am getting at essentially is that the Department of Agri- 
culture may well have had, according to the act of 1939, the reorgani- 
zational authority to bring REA within the scope, but it did not 
exercise any kind of functional control over the REA until the 1953 
act was adopted. 

Any other questions ? 

Senator Carenarr. No. 
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Senator Humpurey. I want to thank you for your—— 

Mr. Awsrey. Mr. Chairman, may I just make an observation, if I 
am not out of order? 

Senator Humpnrey. Certainly. 

Mr. Awprey. Senator Capehart just cleared up something in my 
mind for me just now when he said the Administrator of REA is 
Secretary of Agriculture Benson, but I keep getting letters and bulle- 
tins from REA signed by Mr. Hamil, Administrator. 

Senator Carrnart. The point is that Mr. Benson under the law has 
responsibility and authority over Mr. Hamil. There can be no ques- 
tion about that. 

Mr. Awprey. Yes, I understand that. 

Senator Carenart. If that weren’t true, then he wouldn’t need the 
amendment that Senator Humphrey has just introduced. There 
would be no necessity for introducing it. 

Mr. Awsrey. That is right. But what I said is I am just confused. 

Senator Carrnarr. Well, I can understand that, and your confusion 
comes about as a result of an act of Congress, not any action of Mr. 
Benson. Perhaps he would like to get rid of the REA, I don’t know. 
He hasn’t confided in me. 

Senator Humenrer. I am through. Thank you very much. 

The next witness is Mr. William T. Crisp, executive manager and 
reneral counsel, Tarheel Electric Membership Association, Inc., 

aleigh, N.C. 

Mr. Ellis will follow Mr. Crisp as the next witness. 

Won’t you proceed ? 


STATEMENT OF WILLIAM T. CRISP, EXECUTIVE MANAGER AND 
GENERAL COUNSEL, TARHEEL ELECTRIC MEMBERSHIP ASSO- 
CIATION, INC., RALEIGH, N. C. 


Mr. Crisp. Mr. Chairman and gentlemen of the committee, I be- 
lieve my statement has been passed around to you and I am not going 
to read the statement, but I shall follow its sequence fairly closely in 
my presentation. 

(The statement referred to follows :) 


STATEMENT OF WILLIAM T. CrISP 


Mr. Chairman, my name is William T. Crisp. I am the executive manager 
and general counsel of Tarheel Electric Membership Association, Ine., of 
Raleigh, N. C. Tarheel Electric is the trade-service organization representing 
all of North Carolina’s 32 electric membership corporations. These corpora- 
tions operate in 98 of our State’s 100 counties, distributing electric power to 
180,000 member-owners. These member-owners in turn represent approxi- 
mately 800,000 individual men, women, and children. 

On behalf of Tarheel Electric, its member cooperatives, and their consumer- 
members, I wish to state first that we unequivocally support both S. 2990 and 
H. R. 11762, introduced, respectively, by Senator Humphrey and Representa- 
tive Price. 

There are others who either have spoken or will speak directly to the specific 
objective of these bills—the objective of restoring to the REA Administrator 
that independence of authority and action which was clearly intended to be 
his under: the: Rural Electrification Act, but which has, in connection with loan 
applications of $500,000 or more, been taken from him by way of the so-called 
review policy of the Department of Agriculture. 
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The brief testimony which I here wish to give has substantive relevancy to 
that particular objective, but it will for the most part relate to another facet 
of that broad, overall design by which the present Administration has (often 
covertly, I fear) undertaken to inundate the fundamental principles upon 
which REA was originally established and for 22 years has so successfully 
functioned. 

I refer to that design which, if the Administration succeeds in finally accom- 
plishing it, will result in the following: First, our cooperatives will no longer 
be able to procure all of their required loan capital from REA, but will instead 
be compelled to seek a major portion of it from the Wall Street money lenders. 
Second. our cooperatives’ applications for loans from REA will no longer be 
given the objective, fair, and nonpartisan consideration to which they are en- 
titled and which historically they have received; but will instead be subjected 
to political review and manipulation by the party occupying the White House. 
And, third, our cooperatives, whether borrowing from REA or other loan 
sources, will be compelled to pay exorbitant interest rates—interest rates 
which even by the standards of the now depressed money market will be so 
high as to either destroy or seriously impair the economic feasibility of this 
program throughout America. 

It is with respect to this third result that I wish to furnish the committee 
with some data. Lest this be considered a departure from the fundamental 
objective of these hearings, let me preface my furnishing of this data with this 
observation: Neither specific legislation nor specific policy can be intelligently 
considered unless we have due regard for the total results that all related 
legislation and policies are concerned with. We are in short, gentlemen, deal- 
ing with a comprehensive attack on REA and any strategy calculated to defeat 
that attack must equally comprehend all of the consequences that will ensue 
if the attack succeeds. 

What, in dollar-and-cent results, will happen if the administration’s proposed 
increase in our interest rates is actually achieved? Last fall we in North Caro 
lina undertook, as sensibly as we knew how, to answer this question insofar as 
it would affect our 32 sysielus. The study which we conducted, the results of 
which I am about to give you, was based upon our assumption that we could best 
get an indication of what will happen in the future by ascertaining what would 
have happened in the past. Here is what we did: 

Taking the 11 years, 1946—56, we took the financial statistics for our 32 systems 
and applied a 4percent interest rate in lieu of the 2-percent interest rate which 
was actually in effect. (We took this 11-year period for two reasons: 1946 was 
the approximate beginning year of the 2-percent interest rate authorized by the 
Pace Act ; 1956 was the last full year for which we had financial statistics avail- 
able at the time the study was made.) Here, in brief summury, are the results 
of that study: 

Had our cooperatives been paying a 4-percent interest rate on REA loans during 
the 11-year period studied— 

1. Our 32 cooperatives would have experienced a total of 167 fiscal years of 
red operations instead of the 40 years actually experienced. 

2. These 167 fiscal years of red operations would have affected, during one 
or more such years, 30 of our 32 systems. 

3. During 1946-56 a statewide average of 111% cooperatives would have oper- 
ated in the red each of the 11 years involved—dne solely to the 4-percent interest 
rate. 

4, During 1946-56 the 127 separate EMC red operations due solely to a 4-percent 
interest rate would have entailed an average of 4 years of red operation for each 
of the 32 cooperatives in the State. 

5. During 1946-56 a statewide average of 15 cooperatives would have operated 
in the red each of the 11 years involved—from all causes, inclnding a 4-percent 
interest rate. 

6. During 1946-56 the 167 separate EMC red onerations due to all causes, 
including a 4-percent interest rate, would have entailed an average of 5.2 years 
of red operation for each of the 32 cooperatives in the State 

7. Our interest expense on REA loans would have amounted to $18,992,480 
instead of the $9,496,240 actually experienced. 

8. Our interest expense on REA loans would have taken 28.36 cents out of every 
revenue dollar we took in instead of the 14.18 cents we actually experienced. 

9, Our net margins would have been $2,179,562 instead of the $11,675,802 we 
actually experienced. 
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10. During this 11-year period the principal payments coming due on our REA 
loans amounted to $12,163,,735. We would have been able to meet only 18 
percent of these principal payments out of our margins instead of the 96 percent 
of such payments as was the actual case. 

11. Instead of 40 cooperative red operating years incurring losses in the amount 
of $421,216, as was the actual and not extraordinary case, our 167 cooperative 
years of red operations would have incurred losses in the amount of $2,144,425. 

12. At the end of 1956 our 32 systems together had achieved a net worth equal 
to 14.21 percent of their total assets. Had a 4-percent interest rate been in 
effect, they would have achieved a net worth equal to only 3.2 percent of their 
total assets. 

These data portend severe economic consequences if our cooperatives must bear 
the yoke of a doubled, perhaps even tripled, interest rate. I hasten to add that 
I do not believe our operating conditions in North Carolina are untypical of 
this program throughout the Nation. But I hasten further to add that the data 
I have just given you, instead of being based upon pessimistic statistical extremes, 
were actually based upon foolishly optimistic assumptions. Those assumptions 
were as follows: that our cooperatives would have borrowed the same amounts 
from REA, would have experienced the same revenues, and would have experi- 
enced the same rate of growth both horizontally and vertically—that they did 
in fact experience, These, of course, are hopelessly naive assumptions. Some 
of our systems would not even have survived; and none of our systems would 
have reached as many people with service, nor reached them as quickly, as they 
actually did; none of our systems would have had the same retail power rates 
that they actually did have—they would have been higher than they actually 
were—and consequently our cooperative members would not have increased 
their usage of power to the extent or as rapidly as they have. 

It is not given to any of us, by statistical projection based upon past experience 
or by any other method, to predict with accuracy what will happen to our pro- 
gram if it now becomes saddled with a doubled interest rate. But out of our 
past experience, as reflected in these data, there are unquestionably certain 
inferences which can be drawn without fear that they do violence to either 
history or logic. They are as follows: 

If we are now compelled to pay a 4 percent or higher interest rate on our 
borrowed capital, many of our systems will be destroyed and all of them will 
be economically impaired in greater or less degree. 

Unquestionably, our retail power rates will go up in many, many areas through: 
out the Nation. And history leaves no doubt that when that happens, we may 
anticipate comparable increases in the retail rates of the commercial power 
companies, 

The present, very healthy rate of increase in the usage of electric power by 
our people, and the consequent rate of increase in their standard of living will 
definitely be retarded. 

The destruction of cooperatives will, in most instances take the form of their 
absorption by and their integration into the systems of an already too powerful 
utility company monopoly in this industry. 

It would not be intellectually honest to furnish this committee with the fore- 
going data and conclusions without reference to that one basic factor to which, 
though highly pertinent to these data and conclusions, I have not referred at 
all. That factor is this: What are our people now paying in their retail power 
rates? We recently concluded a study in North Carolina on this factor, too. 
We found that, as a whole, our people are still paying considerably more in 
their retail rates than are the rural customers of the electric utility companies. 
The average electric cooperative member in North Carolina in comparison with 
the average rural customer of the four major utility companies operating in 
our State, pays— 

34 percent more if he buys 100 kilowatt-hours per month: 
23 percent more if he buys 150 kilowatt-hours per month; 
21 percent more if he buys 175 kilowatt-hours per month ; 
20 percent more if he buys 200 kilowatt-hours per month: 
15 percent more if he buys 250 kilowatt-hours per month: 
12 percent more if he buys 300 kilowatt-hours per month : 
8 percent more if he buys 500 kilowatt-hours per month ; 

5 percent more if he buys 500 kilowatt-hours per month. 

The average consumption of our cooperative members in North Carolina last 
year was 256 kilowatt-hours per month. 
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In other words, gentlemen of the committee, our people, as surely you know, 
are already somewhat penalized by virtue of the fact that our systems are operat- 
ing in sparsely settled areas with a relatively high investment ratio per rate- 

Tr. 

eeThe administration’s decision to deprive the REA Administrator of his inde- 
pendence of action and authority is a part and parcel of the same destructive 
scheme that has called for an increase in our interest rates. Any yielding at 
any point to the administration’s total strategy will weaken this program. Each 
point involved in the strategy, though not formally put forward as such, is 
an integral, interrelated part of the total strategy. If you permit the REA 
Administrator’s authority to be usurped, you move one big step closer to per- 
mitting our interest rates to be increased ; and vice versa. 

I do not believe that you will yield at any point in our total line of defense. 
I certainly hope not. 

Thank you. 

Mr. Crisp. I am the executive manager and general counsel of 
Tarheel Electric Membership Association, Inc., of Raleigh, N. C. 
Tarheel Electric is the trade-service organization representing all of 
North Carolina’s 32 electric membership corporations. ‘These cor- 
porations operate in 98 of our State’s 100 counties, distributing power 
to about 180,000 member-owners. These member-owners in turn 
represent approximately 800,000 individual men, women, and 
children. 

On behalf of the Tarheel Electric Association, its member co- 
operatives, and their consumer-members, I wish to state first that 
we unequivocally support your bill, S. 2990. We believe that the 
act as originally drawn, and the act as interpreted through 1953, 
notwithstanding the testimony that has been brought out here today 
concerning the reorganization plan of 1939, certainly intended the 
Administrator to be independent with respect to determining feasi- 
bility and need where loans were concerned. 

Now, my testimony, Mr. Chairman, is going to go into 1 facet of 
what I conceive to be a 3-prong design against the rural electrifica- 
tion program. First of all, if we look at this design in its various 
parts, we find 1 characteristic in common to these 3 different ap- 
proaches. One approach would deprive us of sufficient loan funds 
from REA. 

Senator Humpnurey. Mr. Crisp, before you go any further, I 
wanted to merely clarify the record in light of my commentary or 
my colloquy with the previous witness. 

On page 146 of the printed hearings on Reorganization Plan No. 2 
of 1953, the dates of May 12, 13, and 18, of that year, the Secretary 
of Agriculture, Mr. Ezra Benson, was testifying. Now, I want you 
to keep in mind, all those present, what the Secretary said here yes- 
terday as to the powers that he had under the act of 1939. If I 
had a copy of the Secretary’s statement, I think I would paraphrase 
it correctly to say that he had the power of both supervision and 
direction which, interpreted by a Supreme Court case of 1944, gave 
him authority over the Rural Electric Administration. 

I believe that is a factual, accurate statement. Now, I will stand 
and be corrected if I have in any way misinterpreted the Secretary. 

Now, listen to what the Secretary said in 1953. He is analyzing 
Reorganization Plan No. 2: 

Section 1 of the plan transfers to the Secretary of Agriculture, with certain 


exceptions to be noted, all functions not now vested in him of all other offices and 
all agencies and employees of the Department of Agriculture. There are pres- 
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ently in the Department some 20 agencies. Of those, one-half have been cre- 
ated in such a manner that their functions are vested in the Secretary and he 
has the present power to redistribute or redelegate them. 

These agencies are— 


and then he lists them, and among those he lists are Agricultural Re- 
search Administration, Production and Marketing, Commodity Credit 
Authority, Extension Service, Foreign Agricultural Service, Office of 
the Bureau of Finance, Office of Information, Office of Personnel, 
Office of Plant Operations. Those are the ones on which he had 
present, under the act of 1939, reorganizational authority. 

Now, with respect to the other agencies covered by this plan, namely, 
Reorganization Plan No. 2 of 1953, he said: 

Many functions are vested by statute or by prior reorganization plans under 
earlier statutes in the agency itself or in the head of some other officer of the 
agency. With respect to such functions, the Secretary does not now have ade- 
quate authority of transfer, consolidation, or distribution. Such agencies include 
the Bureau of Agricultural Economics, the Forest Service, the Soil Conservation 
Service, the Farmers Home Administration, and the Rural Blectrification Ad- 
ministration, and the Office of the Solicitor. 

So, what the Secretary testified to in May 1953 was that he needed 
Reorganization Plan No. 2 because he didn’t have authority over those 
that I just listed. There are 6 of them that I listed, and 1 of them was 
REA. Yesterday he said: 


Our lawyers take the position that while the language of the 1953 plan is broad 
enough to transfer functions from the REA Administrator to the Secretary; all 
such functions had in fact been transferred by the 1939 plan. 

I submit you can’t have it both ways. Now, which is right? 

Mr. Crise. Mr. Chairman, for the record, I think that we ought to 
make this clear. We opposed Reorganization Plan No. 2 in 1953. 
We opposed it when President Truman submitted it. We opposed 
it 





Senator Humpnrey. That was Plan No. 4 of 1950. 

Mr. Crisp. That is right. We opposed it then insofar as it related 
to REA, and if, as a matter of legal fact, the Secretary by the act 
of 1939, the Reorganization Plan of 1939, already had transferred to 
him those functions, we didn’t know it and we didn’t believe in it then 
and we don’t subscribe to it now, and maybe you had better amend your 
bill a little bit to take care of that situation in case there is any possi- 
bility of doubt about it. 

Senator Humpurey. Well, the bill was drawn by the legislative 
counsel. He asked the legislative counsel to draw the bill to keep the 
REA Administration as an autonomous agency wherein the Adminis- 
trator would have full and complete authority to conduct the opera- 
tions of the agency within the terms of statutory authorization. Ap- 
parently the Legislative Council of Congress determined that the 
Reorganization Act of 1939 was not broad enough to cover REA. I 
happen to note now that Mr. Benson himself testified in 1953 that the 
reason he needed Reorganization Plan No. 2 was because he didn’t 
have authority under the act of 1939. And yet, I also add that yester- 
day the Secretary came here and said that while the provisions are 
broad, we really didn’t need it because they were already covered in 
1939. 

Mr. Crisp. Well, if the reorganization plan adopted in 1953—this 
is a legal nicety, perhaps, but if that plan was such as to have 
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superseded the 1939 reorganization plan, then your bill, I would think 
is sufficient to cover the situation. But if it was not, for the reco 
and for the benefit—I know I speak for the people in North Carolina 
on this thing—we want our Administrator to be independent, abso- 
lutely independent insofar as his discretionary authority to consider 
the needs for loans and the feasibility of making them, and that is 
clearly what the act contemplated when it was established. That is 
why they gave him a 10-year term of office, subject to earlier termina- 
tion only if he did become partisan from a political standpoint, and 
I believe, Mr. Chairman, short of the Comptroller General of the 
United States, that is the longest statutory term of office provided 
except for our Federal judges. 

Now, that is just in what reverence the initial act held the office, the 
integrity of it, and the authority and the action of the man in that 
office ought to have, and that is the power we think he ought to have 
now and we will say that without regard to what political party oper- 
ates in the White House. 

Senator Humrurey. I would like to repeat this part of the record. 
Just this morning, as I was reading through some of the debate and 
hearings, it flashed through my mind that the Secretary came before us 
pleading for the new authority. You see, he said he didn’t have it, and 
then I recalled yesterday, dug a little further, and I found some more 
interesting information. The Secretary continued his testimony in 
his plea before this committee and said : 


This situation— 
referring to his lack of authority— 


not only prevents such reassigument and functions as might be necessary to 
bring about greater economy and efficiency, but it also raises questions as to 
the authority and responsibility of the Secretary of Agriculture as head of 
the Department to direct and control the agencies under his jurisdiction. By 
vesting functions in the Secretary, the plan will permit the establishment of 
clear lines of authority and responsibility. 


So the Secretary said he needed plan No. 2 because authority under 
the 1939 plan was not adequate. 

This is the Senate legislative counsel’s report on Reorganization 
Plan No. 2 of 1939. I read here from his report submitted to the 
committee on August 2, 1957. The legislative counsel is now speak- 
ing on the subject matter of the 1939 reorganization : 


The authority of the Administrator to approve loans was not materially 
affected, if at all, by Reorganization Plan No. 2 of 1989 which became effective 
July 1, 1939 (53 Stat. 14831). One of the purposes of that plan was to place the 
Rural Electrification Administration in the Department of Agriculture. 


Section 5 of such plan says: 


“The Rural Electrification Administration and its functions and activities 
are hereby transferred to the Department of Agriculture and shall be admin- 
istered in this Department by the Administrator of the Rural Electrification 
Administration under the general direction and supervision of the Secretary 
of Agriculture.” 

The change in the status of REA from an independent establishment to an estab- 
lishment within the Department of Agriculture apparently was an organizational 
change rather than a chain-of-command or responsibility change. This is evi- 
denced by the remarks of the President in his transmittal message which accom- 
panied the reorganization plan, when he said : 

“Included in the plan is a provision to transfer to the Department of Agricul- 
ture the Rural Electrification Administration now operated as an independent 
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establishment. The work of this Administration in its educational as well as its 
lending functions is clearly a part of the rural-life activity of the country and 
should, therefore, be administered in coordination with other agricultural activi- 
ties of the Government. The Secretary of Agriculture was made directly respon- 
sible for the activities and functions of the Rural Electrification Administration 
by plan No. 2 of 1953, which became effective June 4, 1953. The same reorgani- 
zation plan authorized the Secretary to delegate any function for which he is 
responsible.” 

That was not authorized in the plan of 1939. 

Mr. Crisp. It was a housekeeping transfer. 

Senator Humpnurey. Yes. 

Mr. Crisp. The sharing of staffs, and so forth. 

Senator Humrurey. And the counsel goes on to say : 

On the basis of the language of the plan of reorganization of 1953, it seems 
clear that the Secretary now has authority to delegate loan-approval authority 
to any officer or employee of the Department of Agriculture he deems proper. 

In other words, if he decides that the clerk for the Solicitor should 
be the one to give the loans under the exact expressed language of this 
reorganization plan, which, of course, is an obvious extravagance of 
analogy, he can delegate this authority to anyone. 

Mr. Crise. The teller of a bank 

Senator Humpnrey. To any officer of the Department. 

Mr. Crisp. It is like giving the teller of a bank supervening authority 
over the president. 

Senator Humpurey. Now, you ask why I didn’t vote for it. 

Mr. Crisp. Well, there has been talk, both yesterday and today, about 
a grand design, conspiracy. You won’t find the word “conspiracy” in 
my text. It could have been there, not with any intent to imply it was 
a criminal conspiracy, but there has been design in this. There has 
been coercion, to some extent, on the part of some people. Otherwise, 
certain patterns wouldn’t be emerging as consistently as they are. 

There have been repeated calls today for evidence or for facts to 
wept the emergence of this alleged design. I would like to cite 
to the committee the three main streams that these approaches have 
taken and that show the commonality of purpose. 

First of all, there is a proposal to send us to Wall Street for our 
money, at least for a great eal of it. 

Second, there is a proposal to jack up our interest rates, whether 
we are at REA’s door or at Wall Street, or both. 

And third, there is this, put into effect, almost you might say by 
fiat, last year by the Secretary of Agriculture eine in my opinion, 
certainly the spirit of the act was usurped where the integrity of the 
position of the Administrator was concerned. 

Now, there is one thing about this, Mr. Chairman, that is very 
yeculiar in that it is so common to the whole stream of this 

usiness that we have been confronted with. And that fact is this. 

Whereas, before, we had a stabilized interest rate in the act adopted 
by Congress that couldn’t be tampered with by anybody, now it is 
proposed not only to take it out of the act but to put it into the hands 
of somebody who serves at the will of the President, and on the basis 
of criteria which I defy anybody to tell me the meaning of. 

Second, there is a proposal that we take out of the Administrator the 
authority to make the loans, and where are we going to put that 
authority? We are going to put it right back where we are putting 
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these other two things, the hands of somebody who serves at the will 
of the President, who is just as transient, so far as the aspects of his 
authority are concerned, as the wind. He can be here today and gone 
tomorrow. He serves at the will of the man in the White House. 

Now, we say that that is dangerous, and we don’t care who is sitting 
in the White House, Mr. Chairman. We didn’t think that it made any 
difference in 1950, when Mr. Truman proposed it, and we still don’t 
think it makes any difference. We think it is dangerous for the simple 
reason that it does violence to the one basic precept that was written 
into the act and which, historically, has been honored in the adminis- 
tration of the act, and that is that our loans have been given favorable 
consideration, if they merit it, under the economic and social factors in- 
volved. They have been turned down, if they didn’t merit it— 
without respect to the political winds of the times. 

Now, I submit, Mr. Chairman, that you can’t consider one facet 
of this design without looking at all of them, because they are all 
tied together. ‘They are all tied together, if in no other respect, in 
that they will bring REA’s administration out a stable, more or less 
serps: and nonpartisan setting and criteria, by which the act has 

en administered in the past, bring it up into the halls of the White 
House, up to the Cabinet level, where it can be tampered with by 
anybody for any purpose. 

What is this going todotous? We tried to find out what Mr. Cape- 
hart’s bill last year would do to us, and the only way we knew to do 
that was to conduct a statistical study. We took our 32 cooperatives 
in North Carolina and, from 1946 through 1956, an 11-year period, we 
applied a 4-percent interest factor in lieu of the 2-percent interest 
factor which had been in effect. We took those 11 years because they 
were the 11 years over which, approximately, the 2-percent rate had 
been in effect ; 1956 was the last full year for which we had financial 
statistics. 

In my testimony you will find 12 itemized statements which the 
study produced, and I would like to cite them in my testimony. 

First, our cooperatives, 32 of them, which had suffered 40 years of 
deficit operation anyhow, would have suffered under a 4-percent factor 
167 years of deficit operation. These 167 years of “red” operation 
would have affected all but 2 of those 32 systems. 

During the 11-year period, an average of 11% cooperatives would 
have operated in the “red” each of the 11 years involved, due solely to 
a 4-percent interest rate. An average of 15 would have been in the 
“red” each year from all cases combined. 

The 127 separate EMC “red” operations that would have occurred, 
due solely to a 4-percent factor, would have entailed an average of 
4 years of red operation for each of the 32 systems in the State. 

During the same period, the 40 years of deficit operation that we 
suffered anyhow, ai they were not extraordinary, brought—— 


Senator Humenrey. How many years? 
Mr. Crisp. Forty years. In other words, 32 cooperatives in 11 years 
experienced 40 red operating years. 
enator CapeHart. What do you mean by 40 red? 
Mr. Crisp. There are 32 systems here and, over the 11-year 
period—— 
Senator CarrHart. 32 separate co-ops. 
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Mr. Crisp. Yes. And over the 11-year period you would have had 
11 times 32 operating years, you see, and there were 40 of whatever 
that figure would have come to in the total fiscal years. 

Senator CarpenHart. Why did you pick 4 percent under the last 11 
years? Under the bill it wouldn’t have averaged nearly 4 percent. 

Mr. Crisp. Senator Capehart, there is where one of the weaknesses 
of your bill becomes apparent. I can’t argue to you that your state- 
ment is right and I can’t argue to you that it is wrong either, because 
the criteria set up in the bill are such that I can’t determine exactly 
what they are. And here—— 

Senator CarrHart. It is the same criteria that operated under the 
REA Act for many years from its inception. Are you too young to 
remember that ? 

Mr. Crisp. No; Iam not—— 

Senator CareHart. Because the original REA Act, you know, was 
set up on the basis that the moneys would be loaned to the REA’s at 
ae rate the Government was paying forthe money. Do you remember 
that ? 

Mr. Crisp. Yes, I do; although I don’t remember the specific legis- 
lative criteria whereby that was done. 

Senator CarrHart. And it was that way up until, I think, 1943 or 
1944, which meant it was that way for about 11 years. 

Mr. Crise. You can take the statistics we have derived here and you 
can vacillate your interest factor up and down and you can very quickly 
find out what it would have been at any increase. 

Senator CareHart. You know it wasn’t 4 percent. 

Mr. Crisp. I am sure it would have been at least 4 percent. I am 
sure it 

Senator Carruart. In the past 11 years? 

Mr. Crise. But there is no way that I can establish that to you 
because your criteria are a little too vague for me to say that. But 
at any rate, we found this out: That whereas we had paid over $9 
million in interest rates, of course we could have paid over $18 
million, and whereas we paid 14.8 cents out of every revenue dollar 
for interest, have already done that, we would, of course, have paid 
28.36 cents out of every revenue dollar. 

These last two figures, I think, are the figures we are truly con- 
cerned with. We realized, Mr. Chairman, during those 11 years 
margins of $11,675,000, if we had been paying a 4 percent interest 
rate, we would have realized margins of only $2,179,000. 

Now, let us see what that would have done where REA loan repay- 
ments are concerned and our net worth. We had repayments on prin- 
cipal loans coming due in the amount of $12,163,000 during those 11 
years. Out of the margins we actually realized we were able to sup- 
port those repayments to the extent of 96 percent. If we had been 
paying 4 percent interest, we would have been able to pay only 18 
percent of those repayments out of our margins. And finally—and I 
think the whole question boils down ultimately to this factor and 
the one which will follow on the next page of my testimony—during 
those 11 years, or actually since their inception, our cooperatives in 
North Carolina had established a net worth of 14.21 percent of their 
net assets. That is to say, whereas they started out with a zero 
or zero minus net worth, actually, they had built up to 14.21 percent. 
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Compare that with the average utility which will vary anywhere 
from 40 to 60 percent. If we had been paying a 4-percent interest 
rate, our net worth at the end of 1956 would have been 3.2 percent. 
And that is still bad risk, in my opinion, for the kind of money that 
is being loaned today. 

Senator Carenart. If it had been a figure of 5 percent, it would 
have been even worse. 

Mr. Crisp. Even worse. If we had been paying 3 percent, it would 
have been a little better. 

Now, I contend that nobody—a statistician, historian, anybody you 
can name—can draw from these statistics a projection of what is 
going to happen in the future. We don’t know what is going to 
happen in the future if you saddle us with a doubled or tripled 
interest rate. These are the best figures we know of to go on to try 
to derive some picture of what will heppen, but we do know this: 
That if that interest rate had been in effect during those 11 years, 
some of our systems would not have survived and all of them would 
have been economically impaired. Now, all of this—I am contin- 
uing to obsolete my own statistics here—all of this that I have just 
given you is based upon hopelessly optimistic assumptions. They are 
naive assumptions but they were the only ones we could proceeed 
upon. These assumptions were, first, that we would have borrowed 
the same amount of money from REA that we did, which we wouldn’t 
have. 

Second, that we would have had the same rates, which we wouldn’t 
have. They would have been higher. 

Third, that we would have reached just as many people, and 
reached them just as quickly as we did, which we wouldn’t have. 

And fourth, that they would have increased their use of power not 
only to the extent that they did but as rapidly as they did. None of 
those things would have happened. 

What would have happened would have been higher rates, fewer 
people covered, and the people who were covered, covered more slowly, 
and a slower increase in the use of power by our people and a conse- 
quent decrease in our revenues. 

Even under those assumptions, which are foolish in the extreme, the 
picture would have been very severe and the picture portends very 
severe consequences at this time in our history. I would be foolish 
and I think anybody would be to come before this or any other com- 
mittee and make the prediction that if, at any time, we had to pay an 
. increase in our interest rate, it was going to hurt us. I hope that the 
time will come when we can come in here and say to you very proudly, 
“Yes, we can pay a higher interest rate if that is called for.” But 
we can’t pay it now and if you put it on us now, you are going to strike 
a blow at this program. There can be no question about that in my 
opinion or in the opinion of my people; and those who do not want to 
participate in what has been called a design here can only leave them- 
selves to the judgment of us who must infer from the consequences of 
their acts what is actually their intentions. 

Senator Humpurey. I can give you a word of real reassurance. 
There is just about as much chance of that bill passing that will jack 
up the interest rate on REA as there is of being able to melt the North 
Pole with a firecracker. 
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Mr. Crisp. I am glad to hear you say that and I hope you are joined 
by the other 95 men in the Senate. 

Senator Humpurey. If we had a testimonial Congress here today, 
all coming up here to the rail one at a time, particularly with the REA 
people around, you would find a lot of support. George Humphrey 
is gone and the-—— 

Mr. Crisp. None of what I said even up to this point makes sense 
except in terms of what our people are paying retail for power, and 
in my testimony you will see the results of another study we have just 
completed where, starting in the 100 kilowatt-hour block—this is the 
weighted average for our people compared with the weighted average 
of the four utility companies in North Carolina, the rural customer 
rates—starting with 100-kilowatt-hour block, our folks pay 34 per- 
cent more all the way down to 5 percent more if they are buying 500 
kilowatt hours. The average ee last vear was 256, 

Now, in conclusion, gentlemen, I made some notes here. You won’t 
find them in my testimony. I have heard it said here today—Senator 
Capehart made the statement—that he had never known of any 
Representative or Senator in the Congress who was against REA. 
And perhaps he never knew Representative Kat Clardy from Michigan. 
He is no longer here now, I am glad to say, in this body, I mean. But 
Representative Clardy introduced a bill to increase our interest rates, 
and when he introduced it—maybe not on the specific occasion of 
its introduction, but certainly in connection with it—he made this 
statement. He said, everybody knows that it is impossible to kill 
REA by a frontal attack. The introduction of this bill is the next 
best thing. 

Now, I am not assuming to quote him verbatim, but his words were 
substantially just what I stated them as being. There have been 
people in the Congress who opposed REA and the records are too 
indelible on that for you to argue, although the only way to set the 
record straight is to go to the record if necessary. 

Finally, Senator Humphrey, this perhaps is the crowning blow 
of obsolescence to what I Lave already said. We have certainly here 
today been discussing this matter in economic terms, or if you prefer, 
in financial terms. But REA wasn’t established on the basis of a 
financial principle. It was established on the basis of a social policy, 
and the social policy was simply this, that every segment of our 
society, just as with respect to education and highways, every segment 
of our society had to have made available to it the benefits of electricity, 
and if it took no interest rate loans to have done it, I am of the 
opinion that the Congress in 1936 would have enacted the act and 
I would have fought for it, and if it took no interest rate loans today, 
we would still fight for it. 

If you are going to kill REA because of a monetary policy that 
was ill-advised in the first place—since the interest rate has been 
arbitrarily jacked-up—then you may as well write into the act to 
begin with that the interest rate is going to be high enough to 
penalize the rural electric cooperatives no matter what the going rate 
is in the open money market. 

And finally, Mr. Chairman, perhaps you inquired into these ques- 
tions yesterday, but if you haven’t, I eae this committee will inquire 
into these questions. 
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Why was this review policy established by Mr. Benson? Why 
was it established? We have had two administrators, counting the 
present one, under this administration, and several prior thereto. Is 
there any record of malfeasance or misfeasance in the consideration 
of our loan application in the history of REA to date? We don’t 
think there is. 

Therefore, why did the Secretary impose this policy? 

Second, why did he impose it only as to loans in the amount of 
$500,000 or more? Couldn’t the Administrator make a mistake on a 
$50,000 loan just as easily as he could on a $500,000 loan ? 

What does the quantitative aspect of the review order mean ? 

What significance does that have? 

Third—and I think this is a fair question to be asked : 

Was our Administrator consulted about this review policy before it 
was put into effect ? 

Was he consulted by the administration before the administration 
bill of last year, and its proposals of this year, were brought before 
the Congress? And, if he was consulted, what was his advice on that 
to the administration ? 

We considered the Administrator to be in a very real sense a man 
who is independent on these things and who is free to say so. Other- 
— he wouldn’t have been surrounded with the protection the act 

ave him. 
: And, finally, and I think that this is a question that it is incumbent 
upon those, who would either defend the Agriculture Secretary’s 
policy or put forward the administration’s legislative proposals, to 
answer—Did they make any studies to determine what the effect of this 
interest rate bill would be ? 

Did they make any studies to determine whether we could borrow 
mend elsewhere, and, if so, under what conditions and upon what 
rates ‘ 

Now, if they did make those studies, Mr. Chairman, I submit that 
it is incumbent upon them to bring forward the results of those studies 
so that they can wipe away our fears that we have expressed here to- 
day ; and, if they didn’t make those studies, Mr. Chairman, isn’t that 
fairly bad procedure, to undertake so sweeping a change in the admin- 
istration of our program without first ascertaining what those changes 
are going to entail? 

e made the best study that we could, and we know that it is 
unreliable in many respects, but we at least made the effort. 

Senator Humrurey. Mr. Crisp, I want to say that is one of the 
finest bits of testimony I have heard for many a day in Congress. 

I think the questions you have asked are questions which the admin- 
istration has responsibility to respond to. 

Mr. Hamil is here. I think it would be well if you just asked a 
series of questions right to Mr. Hamil. 

Mr. Crisp. Well, Mr. Chairman, I don’t want to put Mr. Hamil in 
_ embarrassing position or even assume to do so; but I want to say 
this: 

We think he is tops in North Carolina; and, Mr. Hamil, I want to 
say this, in addition: That we don’t just think he is tops as an Admin- 
istrator. We think he is charming as a person. 
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Senator Humpurey. I want to say that I have the same view about 
Mr. Hamil, which I have expressed many times. I don’t want to over- 
do it, because he and I understand each other so very well. 

But I do feel that the questions that you have asked here as to 
whether or not studies were made, as to whether or not consultation, 
advance consultation, had taken place, as to what the effect of these 
proposals would be upon REA, are legitimate questions. They are 

rofound questions. They are questions that indicate a maturity of 
judgment, and of intellect ; and I can say that there has been no answer 
to those questions except to say that the Administrator testified yes- 


torres that he was not consulted in advance of the interest rate pro- 
posal, 


Is that correct ? 

Mr. Hamu. Not in advance. 

Senator Humpnrey. That iscorrect. Not in advance. 

As to whether studies were made, of course, the only department or 
agency that had the information to make these studies, would have 
been the REA Administration, because they knew who the borrowers 
were. 

Mr. Crisp. That is right. They know what the statistics are. 

Senator Humrnrey. You just asked Mr. Hamil whether any studies 
were made as to the impact of an increase in the interest rate. 

Mr. Hamu. Mr. Chairman, I would like to have the opportunity 
of revising if necessary my comments on this question by Mr. Crisp. 

May I have that opportunity ? 

Senator Humpurey. Of course, we will give you that opportunity. 
You don’t mind my being as candid as Iam. You expect me to be. 

Mr. Hamtt. That is the chairman’s prerogative. 

Senator Humpurey. The thing I worry about, when these replies 
are made, is that they will be weighed not only in the case of REA, 
but they will be weighed in the scales of the Director of the Agricul- 
tural Credit Services. It is a very simple question to answer: 

Were studies made or weren’t they ? 

Were studies made as to what the impact would be of a 4-percent 
increase in the rate ? 

Were studies made as to the impact of a 3-percent increase in the 
rate? 

That doesn’t require a dialectical 

Mr. Crisp. Or made as to whether we could get these loans else- 
where? 

Senator CareHart. Would the Senator yield? 

Senator Humpnurey. Before I do, were such studies made to your 
knowledge, Mr. Hamil? 

Mr. Hamit. Were studies made—— 

Senator Humrnrey. As to the impact of the 3-percent interest rate ? 

Mr. Hamtn. Detailed studies? 

Senator Humpurey. Yes. 

Mr. Hamit. No, they were not, Senator. 

Senator Humrpnrey. As toa 4-percent rate? 

Mr. Hamin. No. 

Senator Humpnrey. That is the point. That was the question, I 
believe, asked by Mr. Crisp. 

All right, Senator Capehart. 
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Senator Carenart. Let me say this: 

That the legislation that you are talking about that had to do with 
interest rates covered many governmental agencies in addition to 
REA. 

Senator Humrurey. Of course. 

Senator Carrnarr. The purpose of the legislation and the proposal, 
of course, was that the Congress would have to act upon it and get 
testimory such as they are getting here today. 

While we are not considering that bill, we are spending a lot of 
time on it to find out whether or not it is practical and should or 
should not be adopted. 

Senator Humpnrey. Senator, when the administration advances 
a pay increase for Federal employees, it makes a study as to the impact 
of that increase upon the Federal Budget. 

All I asked was: Did the administration make a study as to the 
impact upon cooperatives of an interest increase ? 

Senator Carrnart. I haven’t the slightest idea whether they did 
or not. 

Mr. Crisp. You introduced the legislation, Senator. 

Senator Carenarr. [ introduced the legislation. I want to say to 
the able Senator from Minnesota, and to anybody else here, if you are 
pointing your finger at me and saying that I am part of any scheme 
here as a result of introducing this- 

Senator Humrnueey. I haven’t 

Senator Caprnart. Yes, you have, too, and others. If you are 
saying that I introduced this legislation because it covers all Federal 
agencies that borrow money, then, of course, you are simply saying 
something that isn’t true because there never was any intention on my 
part to in any way injure the REA or any other governmental agency. 

The purpose of it was—and I stand on it as a sound principle—that 
wherever possible we ought not to tax the American people and give 
the money to somebody else, if that somebody else can pay the going 
rate of interest, or at least the interest that the Government pays to 
borrow the money. 

I think it is a sound principle. It may not work out in REA’s 
position. I don’t know. I say it is a sound principle, and I say we 
ought to adopt it. 

Now, I gather from the testimony of this gentleman—are you a 
member of the national association ? 

Mr. Crisp. Our statewide association 

Senator Carrnart. The national association ¢ 

Mr. Crisp. Yes, sir. 

Senator Carenart. Are you an officer ? 

Mr. Crisp. No, sir. 

Senator Capenartr. But you are a member of the national associa- 
tion. 

I gather from the testimony here from the two witnesses—you are 
from North Carolina and the other man from South Carolina—that 
they have trouble making both ends meet. 

We are very happy in Indiana to help you all we can, even to tax 
our people in Indiana to send money to hel you with the interest 
rate on your REA’s. Weare happy to do it; but, in doing it, we don’t 
like to be criticized, because we would like to see you stand on your 
own feet. 
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That is a policy that I am for. I am not ashamed of it. I shall 
always advocate it. 

I say taxes are too high in this country. The debt is too big. The 
financial condition of this country is not good, and I say to you—and 
I make no apologies for it at all—that the principle of having the Fed- 
eral Government always loan money at the rate at which they, the 
Federal Government, pays for the money—lI believe that is sound. 

There may be cases where there is an exception—and REA may well 
be one of them, I don’t know-—but the legislation I introduced covered 
all of them. 

The purpose of introducing legislation was to get testimony such as 
you are giving here today. We certainly don’t expect you to come 
here and accuse us, we who would like to adopt sound governmental 
financial principles, as being a part of a scheme to eliminate REA. 
That is exactly what you have been trying to do, and there is no ground 
for it whatsoever. 

Mr. Crise. May I rejoin ? 

Senator Carenarr. There are no grounds for it whatsoever. That 
was the last thing in my mind, and I am sure it was the last thing in 
the minds of the people who advocated it. 

It was a plan to try to put some semblance of economy into this 
Government, of course, to try to reduce taxes, try to reduce expendi- 
tures, try to balance the budget; and there isn’t a single one of you 
gentlemen out there who isn’t for that, who wouldn’t like to see the 
Government do that, because you are all taxpayers, you are all prop- 
erty owners, and you are all good Americans and good citizens. 

When we make an effort to do things that are sound and operate 
this Government on a businesslike basis, then you come here and start 
abusing us. We do try to operate this Government on a businesslike 
basis. You are all businessmen and you wouldn’t operate your own 
business any other way. 

Now, there may be some circumstances that warrant operating 
REA on a different basis. I rather think there is. 

Senator Humpnrey. [ don’t think the witness was addressing him- 
self to the REA aspect at the moment. 

Senator Carprmarr. He was getting a little bit abusive of Mr. Ben- 
son and myself. 

Senator Humrurey. Mr. Benson is not being abused today. He 
was treated quite cordially yesterday and today. I think what the 
witness was attempting to point out, insofar as REA is concerned, is 
that there were peculiar circumstances surrounding it that even the 
act itself requires. That has been testified to several times. I agree 
in general with the Senator’s principle of borrowing money. We have 
done this in terms of general agricultural credit, as a matter of fact, 
under the Farmers’ Home Administration. The crux of the matter 
is whether or not that same principle would have an injurious effect 
on REA, and Senator Capehart himself says that you may have to 
take a different look at the REA rates. 

Mr. Crisrp. Mr. Chairman, we have been consistent about this. We 
began resisting the monetary policy of this administration, includ- 
ing that of the Federal Reserve Board, when it became apparent that 
a jacking up, an arbitrary jacking up of the interest rate was in the 
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wind. And we resisted it not only in backing a resolution that failed 
of passage in the House last year, but in every other way we could be- 
cause it is only in relation to that policy that the issue of REA’s 
interest rate even came into the picture. 

Senator Caprnart. You say they were jacking it up. They didn’t 
jack it up intentionally. It was purely operating in the private en- 
terprise system. 

I will look you right straight in the eye and tell you that whenever 
you have fuil employment again in America, which means that when 
you have got all the money working to make jobs, you will have high 
interest rates again. The opposite to high interest rates is unemploy- 
ment and a recession or depression. When you have all your money 
working and a big demand for money, you have high interest rates 
you will have prosperity and full employment. Don’t you ever for- 
get it. 

Senator Humrnrey. Mr. Crisp, what is your point about the bill ? 

Mr. Crisp. Our point is to pass the bill and make sure it does what 
it intends to do, and we are behind the man who is on the job there 
now. We want to shore him up in it. That is exactly what we want 
to do. 

Senator Humpnurey. You would like to have him serve his full 10 
years. Unless this bill passes, he is not likely to do it. 

Senator Carpenart. Mr. Hamil testified yesterday that he had in no 
way been handicapped by Mr. Benson, Mr. Scott, or anybody else. 
He had a free hand, a free rein, and there hasn’t been one scintilla of 
evidence to date that anybody has been denied a loan or a loan has 
been slowed up or that anybody has been injured as a result of this. 
There is the gentleman sitting right there now and you say he is a 
great fellow, and I agree with you. He testified yesterday that his 
hands have not been tied, that he has a free rein, and that there has 
been no loan turned down or unnecessarily delayed. 

Mr. Crisp. And we don’t want any of those things to happen either. 

Senator Carenart. They haven’t happened. 

Senator Humpurey. You wouldn’t say they couldn’t happen if there 
was a man less courageous 

Senator Carenart. Of course, it could happen. It could happen 
under your bill even with a man appointed for 10 years: Of course 
it could happen. 

Senator Humpnrey. Thank you, Mr. Crisp. 

In order to expedite the hearings, in view of the fact that we have 
several witnesses remaining to be heard, I would like to ask if Mr. 
Stanley R. Faris, Mr. Homer T. Brown, Mr. C. M. Ramsay, Mr. Julius 
Anderson, Mr. Herluf Huso, and Mr. Henry T. Swenson would come 
forward, introduce themselves, and submit their statements for the 
record. I can assure each of you gentlemen that they will be printed 
in their entirety. 

Mr. Swenson (from the floor). Mr. Chairman, I have traveled 2,000 
miles and I represent a large number of rural cooperatives. I appre- 
ciate very much putting my testimony in the record here, but I feel 
that, in view of the fact that they will expect me to make a full report, 
I should be given consideration for a very brief remarks. I assure 
you I won’t take over a few minutes. 
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Senator Humeurey. We will take care of you. We want to be very 
considerate of each witness. I assure you every Senator here feels 
exactly that way. Senator Curtis said that just as he came in here. 

Senator Carrnart. Mr. Ellis is here in Washington and we want to 
take you gentlemen first. If we don’t see him today, he can come back 
next week. 

Senator Humrurey. We will complete the statement here. 

Senator Martin. Mr. Crisp, this study of yours is very, very infor- 
mative and helpful about the impact of interest rates on REA in your 
State. This point No. 11 in which you have given us the facts on your 
40 cooperatives in terms of losses. Have you attempted to translate 
that in terms of effect on the rates that would need to be charged to 
your customers in order to make that up ? 

Mr. Crisp. Senator Martin, during those 11 years there were 352 
fiscal years of cooperative operation, during which there were 40 red 
operating years by miscellaneous, different cooperatives. Now, there 
is nothing extraordinary about that. In other words, certainly in the 
early days of the program, Senator Humphrey, for a cooperative to 
operate in the red 2 or 3 years in a row was not unusual because it took 
that time, since it started out 100 percent debt financed anyhow, to 
get its lines up, begin earning revenues, and begin earning a little 
margin to get ahead. 

Now, in specific answer to your question, Senator Martin, there 
have never to my knowledge been any rate increases in North Carolina, 
but 25 of these 32 systems have reduced rates 44 times, a total of 44 
times in the last 20 years. 

Senator Martin. In other words, an increase in interest rates would 
result in some slowdown on reduction of rates. 

Mr. Crisp. Oh yes, very definitely. 

Senator Martin. What would have been the needed increase in rates 
to make up the additional loss that you report here in the last part? 

Mr. Crisp. It is almost impossible to answer the question for two 
reasons. First of all, I am not a cost- or rate-study man. But, second, 
sometimes you get more revenue by reducing rates than you do by 
increasing them. 

Senator Martrn. In other words, your charge could have gone to or 
beyond the point of diminishing returns. 

Mr. Crisp. That is true, or in certain brackets, 

Senator Martin. I just wondered if you had extended your study 
to the effect on rates to make up this additional deficit. 

Mr. Crisp. Our present rates are stild high. 

Senator Martin. I just wanted to know 

Senator CareHart. How do your rates compare to Indiana’s REA? 

Mr. Crisp. I don’t know. We pay a weighted average of $4.62 for 
the first 100 kilowatt-hours. That figures out at 314 cents. 

Senator Carenart. That is what you sell it for. 

Mr. Crisp. Yes. If you get up to 500 kilowatt-hours, you are paying 
an average of 2.3 cents per kilowatt-hour for it. We are ina relatively 
lost-cost area of the country. We are in the Southeast. That is one 
of the reasons for that. 

Senator Carenart. What do you pay ? 

Mr. Crise. Wholesale ? 

Senator Capenart. Yes. 
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Mr. Crise. About 714 mills per kilowatt-hour. 

Senator Humpurey. That is good. 

Senator Carenarr. That is low. 

Mr. Crisp. We are in the lower third, I think, of the Nation. 

Senator Humenrey. It would be lower than it is up in Minnesota. 

Senator Capenart. Why don’t you increase the rate ¢ 

Mr. Crise. We are buying all of our wholesale power from the 
utility companies except 

Senator Carruart. Why don’t you increase the rate to your con- 
sumers ? 

Mr. Crisp. Well, you are acting on a conclusion you drew a while 
ago that I don’t think is true. We are in good shape in North Caro- 
lina. We have built up a 14.21 percent net worth at the end of 1956 
which was 1 point higher than the national average. But look what we 
would have heen if you had imposed a 4 percent interest rate on us. 

Senator Humpurey. Who do you buy this power from ? 

Mr. Crisp. We get 87 percent from Duke, Carolina Power & Light, 
Virginia Electric Power & Light, and Nantahala. 

Senator Humenrey. Where do they get their power from? 

Mr. Crisp. They generate it, primarily steam, but we get about 13 
eer of our power now from the Federal Government’s John H. 

err Dam at a lower rate. 

Senator Humpurey. What do you buy it from the Federal Govern- 
ment for? 

Mr. Crisp. 414 mills per kilowatt-hour plus 90 cents per kilowatt. 
It will average out about 6.7 mills. 

Senator Humrurey. You buy it from private at what, about 514? 

Mr. Crisp. 7144. But it took us 5 years to get it down. 

Senator CareHart. How much would you have to increase your 
rate to absorb a 3 percent interest rate on this ? 

Mr. Crisp. Well, I don’t know. I have got the figures. I could work 
it out for you. 

Senator Carenarr. Did this ever enter your mind ¢ 

Mr. Crisp. We are paying 14 cents, we will say, out of every revenue 
dollar now for interest. Now, add 7 to that and that will give you 21 
cents. We would have to increase our rates 7 percent to retain our 
present status and sustain a 3 percent interest factor. 

Senator Carenarrt. Isn’t this the way every other business operates, 
by increasing its rates, or its price or reducing its expenses ? 

Mr. Crisp. Well, by manipulating its rate to make more money and 
increasing the usage of power, that is true, but this business of interest 
rates is arbitrary anyhow. 

Senator Carenart. All we are trying to do here in Washington is 
to get the Federal Government on a businesslike basis. At least all 
I am trying to do is that because everybody I talk to says what we 
need in Washington is more businessmen, a more businesslike basis. 

Mr. Crisp. When Mr. Humphrey 


Senator Humpnrey. George ? 








Mr. Crisp. When Mr. George Humphrey made his first public offer 
in 1953, he had eight takers for every bond he offered on the market 
because of the increase in the interest rate he put on it. If you say 
we are running in accordance with market conditions, I submit a ratio 
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of eight takers for every dollar you have got to loan shows that some- 
thing is out of line. 

Senator Humpnrey. Mr. Swenson, come forward, please. 

I am going to ask the cooperation of as many witnesses as possible. 
You are not being denied an opportunity to be heard because your 
testimony will be read. In fact, the Senators have all asked for a 
copy of the testimony before you even get a chance to testify. If you 
will submit your statement the subcommittee will, indeed, appreciate it. 

Mr. Swenson has asked to be heard. He is president of the Burke- 
Divide Electric Cooperative and he is from Columbus, N. Dak. 

Mr. Swenson. That is right. 


STATEMENT OF HENRY T. SWENSON, PRESIDENT, BURKE-DIVIDE 
ELECTRIC COOPERATIVE, INC. 


Senator Humpeurey. What is your cooperative? 

Mr. Swenson. The Burke-Divide Electric Cooperative. I am also 
chairman of the Upper Missouri G. and T. Electric Cooperative, Sid- 
ney, Mont., which is comprised of 12 rural electric distribution co-ops, 
and I am also a director of the newly organized Midwest Electric 
Consumers Association which comprises most of the REA-financed 
rural-electric cooperatives and G. and T’s in 8 Northern States of the 
Missouri Basin. 

Senator Humpenrery. Is it your group I visited in Minnesota? 

Mr. Swenson. It is, on the day of our organization. You were 
there. 

Senator Humpurey. I am pleased to see you here. 

Mr. Swenson. Chairman Humphrey and committee members, I 
certainly appreciate this opportunity to appear before you. I am just 
going to briefly summarize what I have in my testimony here, and 
probably bring in just one instance of why my testimony has been 
drawn up as it 1s. 

Senator Humpnurey. We will make your full testimony a part of 
the record. 

(The statement referred to follows :) 


STATEMENT OF HENRY T. SWENSON, PRESIDENT, BuRKE-Divipe Exxecrric Coop- 
ERATIVE, INO. 


Mr. Chairman and members of the committee, my name is Henry T. Swen- 
son. I am a farmer from northwest North Dakota. I farm over 6,500 acres, 
half of which is under cultivation in grain crops, and I raise beef cattle. 

I am president of the Burke-Divide Electric Cooperative, Inc., of Col 
N. Dak., and chairman of the board of the Upper Missouri G. and T. Electric 
Cooperative of Sidney, Mont., which consists of a group of 12 REA-financed 
electric distribution cooperatives in eastern Montana and northwest North Da- 
kota, serving approximately 45,000 rural consumers. I am also a director of the 
newly organized Mid-West Electric Consumers Association, which is an organi- 
zation including most of the REA cooperatives in the eight northern States of 
the Missouri River Basin. I am speaking in behalf of these organizations at 
their request. 

I am here to bring out that REA cooperatives have some very special problems. 
We have banded together in these larger organizations to try to solve better 
our common problems. We have done the job of area coverage quite well in 
getting electric service to every farm in our area. We were able to do this because 
the intent of Congress at the time we started was to set up low-cost financing 
to give us insurance that we could do this. Now that we have accomplished 
this, we find that the consumption of electricity has far surpassed anyone’s 
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imagination, that our vertical growth has brought about a real problem of 
power supply. This is one of our chief concerns in banding together larger 
organiaztions to try to overcome this problem. 

We have taken on a responsibility as directors and offiecers of our rural 
cooperatives which is really twofold: First, we must realize our responsibility 
to our members, that they have continuous and adequate electric service. And, 
secondly, we have the responsibility to REA to pay back the loans. As we 
plan for the future, we find it very difficult to outline any sound program in 
view of the vacillating administrative policies that may be set forth if REA 
is controlled by the political powers which might be in any administration. We 
feel that we ourselves can do much to solve our problems if. we only know that 
we have an RHA administration that will clearly define its policies, and that 
those policies will carry out the intent of Congress. We feel that the only way 
that this can be done is to divorce REA from being influenced in any way by 
the whim and caprice of a political administration. 

For this reason we strongly urge the passage of the bill before you. That bill, 
in transferring back to the Administrator of REA the powers which are rightly 
his and which he formerly exercised without any political hindrance or influ- 
ence, will insure that the wishes expressed above will be carried out. 

I might add that I personally feel that rural electrification has become an 
American institution, something that should be guarded because in no place 
else has anything like it ben accomplished. Anything that will take this away 
from the people, or damage it in any way, to me is the same as starting to 
kick people around and when you start doing that you are not living in a 
democracy. 

Mr. Ken Holum, the president of our Mid-West Electric Consumers Asso- 
ciation, would very much have liked to appear before your committee. How- 
ever, he was unable to get into Washington. He has prepared a statement 
which he has asked me to submit to the committee. We should very much 
appreciate having his statement included in the record. 


Mr. Swenson. That is right, please, and also I have here and have 
filed with the Secretary a statement from Ken Holum of Aberdeen, 
S. Dak., the chairman of the Mid-West Electric Consumers Asso- 


ciation. 
Senator Humpurey. It will be made a part of the record. 


(The statement referred to follows:) 


STATEMENT OF KEN HotuM, PresIDENT, M1p-West ELectric CONSUMERS 
ASSOCIATION 


Mr. Chairman and gentlemen of the committee, my name is Ken Holum. I 
am president of Mid-West Electric Consumers Association, which is an organi- 
zation including most of the REA cooperatives in the eight northern States of 
the Missouri River Basin. 

Mid-West Electric Consumers Association strongly urges the enactment of 
S. 2990. To put our interest in this legislation very bluntly, I must say that 
our members are genuinely scared by Secretary Benson’s action in taking away 
from the REA Administrator the final authority to make loans, I hasten to add 
that we would be worried about this method of hamstringing the Administrator 
regardless of who the Secretary of Agriculture might be, and what kind of 
administration might be in power, since the program simply cannot be admin- 
istered effectively and expeditiously under the revised setup. 

Under the present Secretary, the arrangement is even more frightening. As 
a result of Mr. Benson’s actions and expressed attitudes, we know that our 
whole program is being placed in real jeopardy by the Secretary refusing to let 
the Administrator exercise the authority given to him by law without Mr. 
Benson’s intervention. The record makes it perfectly clear that the latter’s 
objective is to kill off the generating and transmission program of the coopera- 
tives, except as it might meet with the approval of the power company industry. 
He is also determined to prevent the cooperatives from serving large loads in 
their areas which neighboring power companies might covet. 

As an organizer and long-time director of East River Power Cooperative in 
South Dakota, I know how intricate and complex are the technical problems 
which must be worked out with REA before a loan can be obtained for a gener- 
ating or transmission project. Conferences with the Administrator, extending 
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over a period of time well in excess of a year were required in our case. Only 
as a result of the Administrator acquiring a complete and intimate knowledge 
of the details of our project and having a sympathetic attitude toward our 
problems, was the loan made possible. 

REA records will reveal that had it not been for the East River system which 
made Bureau of Reclamation power available to our distribution cooperatives, 
at low rates, it would have been impossible to extend electric service to many 
areas of South Dakota, because of the distances between farms. Most of the 
area in the eight States represented in the Mid-West Electric Consumers Asso- 
ciation likewise would be without electric service today were it not for the 
cheap Federal power which now in many cases must be augmented by the coop- 
eratives own generating plants. In our opinion, our efforts to obtain the neces- 
sary loans for such generating plants are not going to prove successful if Mr. 
Benson is not forced by Congress to give back to the Administrator his rightful 
authority. In this connection, we direct the committee’s attention to the fact 
that very few loans for new generating cooperatives have been made since this 
administration came into office, and in most of the few such cases where loans 
have been made, the cooperative was forced to enter into some kind of a joint 
arrangement with a power company. 

I am sure you can well understand why we are scared by Mr. Benson’s 
usurpation of the Administrator’s authority. 

It is significant Mr. Benson’s predecessor did not have to interfere with the 
functioning of the Administrator. When Senator Clinton Anderson was Secre- 
tary he testified that he never even made so much as a suggestion to the Admin- 
istrator, except to request him to consider the advisability of moving the REA’s 
offices back to Washington from St. Louis at the close of World War II. 

I have been informed by an REA official who served during all the time 
Charles Brannan was Secretary of Agriculture, that while he was very helpful 
in advancing REA proposals to the Congress and the White House, he never 
once attempted to exercise any influence with respect to loans or the carrying 
out of the program. Under both Secretaries, the Administrator was given a 
completely free hand. 

In summary, our position is this: The REA program has been, as everyone 
agrees, an outstanding success over the years. Why change the system now 
that has proven so successful in the past? We fear the worst if Mr. Benson is 
not checked. Please pass the bill before you. 


Mr. Swenson. I think there has been an awful lot of testimony here 
that has not been really directed at the bill before you, and it has all 
been good, but please try to hold me right to the point so I don’t start 
to drift off and take any more time. 

I just wanted to point out that I felt it very necessary to leave my 
6,000-acre farm at this time to meet the request of these people to 
testify before you and bring you a message of what is happening in 
our area, what we are trying to do to streamline this Government and 
cut costs and corners. 

We first have found it necessary to consider our power-supply prob- 
lems. We organized our G. and T.’s, we are spending our money for 
engineering studies to try to determine what our power requirements 
are, What our loads are going to be, what transmission lines are going 
to be necessary, so that we don’t come in a hodgepodge method to REA 
to individually demand upon them without any study, let them do the 
study, on our individual needs. 

We are trying to do the job ourselves as much as we can, in trying 
to first get real engineering data to present, to back up our common 
problems, which, in our case, of course, is poor supply in our G. and T. 

Likewise, we have gone further and found the necessity to organize 
in larger groups because we find that this power problem and the ex- 
pansion of our transmission lines and distribution lines gets to be an 
area problem. Therefore, we have gathered together as a group, not 
as a political pressure group by any means, but as a group to resolve 
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our common problems and try to spend our own money to get them 
down to some point where we can say: Here is our problem, now what 
can we do about it ? 

Now the next step comes. 

I think I have impressed upon you the terrific responsibility that 
has been placed on directors. 

Senator Symineton. Have you a prepared statement there? 

Mr. Swenson. Yes; right here. 

Excuse me, I am sorry,sir. I didn’t give the Senator one. 

Senator Symineron. That’sall right. Thank you. 

Mr. Swenson. As we go on in planning, we find that our problems 
are more and more immense. 

We are certainly willing to do all we can in solving our problems, 
but I think you all agree when you come to plan for any long-term 
oe this point is involved: What is going to be the status of the 

EA Administration, at the point when we have gotten to realize what 
our problem is and what demands we must place upon them to help 
us solve our problems. 

We certainly can’t make an engineering study without knowing what 
the interest rates will be at that point. We have to know what the cli- 
mate of the Administration will be, the way it appears now. We cer- 
tainly want to erase all of that and let the Administrator certainly 
take over. 

Certainly, we do not in any way object to the collection and balances 
that have been placed in Government to the United States. They have 
been the very thing that have helped protect. us to keep our democratic 
form of government, and I think those checks and balances have been 
placed, vested with Congress in this regard, with the appointment of 
the REA Administrator when they have made it an appointment by 
the President, subject to the approval of Congress. 

That is the way we would like to see it. 

Now, you wonder why we fear. I think that my last remarks 
will center around this. I think it was borne out in testimony yes- 
terday: With all due regard to Mr. Hamil, we think a lot of him. 
I haven’t heard a thing against him in all of these States that I 
represent. I think he has done an admirable job, but something 
came out yesterday in testimony as an instance of things that cloud 
the—let’s say shroud—the atmosphere with skepticism. 

When we see where Mr. Hamil testified he diligently prepared the 
budget request for REA’s needs for the next year at £500 million, 
he in due course presented to his superior, and out of it all came a 
cut to 50 percent, and here again the Congress saw that it wasn’t 
right. They though it wasn’t right, so they brought it back to the 
$300 million and added $17 million more. 

Well, now, is that customary in our budgeting procedure? 

Then the remark came, I believe, after question from either Sena- 
tor Humphrey or Senator Symington, that brought this answer at 
least from Mr. Hamil: “How did you intend to get it,” or some- 
thing to that effect, and I believe the statement was made that I guess 
it was understood that they may get the rest out of private capital. 

It seemed to me that there was a supposition of ursurping some 
power over a bill that had not yet been passed, that even that sug- 
gestion came into testimony. 
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Now, we feel that normally anyone who is appointed by the Presi- 
dent, subject to approval by Congress after, certainly—and the Con- 
gress must make a pretty good check on anyone who would accept 
such a responsibility—certainly is enough of a check on an individual 
to not do wrong. 

Secondly, we feel that, as brought out in testimony yesterday, that 
the purse strings of the Congress certainly can stop anything from 
going bad. But just to expedite the operations of the REA Admin- 
istrator so that when we get a common problem digested and, say 
this is our problem, here are our engineering studies, here are our 
statistics, and present it, we want to come right to the Administra- 
tor and say, “Well, now, what can you do to help us out?” It isa 
short cut, we are taking on much of the burden ourselves in eliminat- 
ing much of the work from the REA Administration but we have to 
have this thing eliminated so that a political climate cannot inter- 
fere with the thing that should be done. 

I really feel personally that this REA—rural electrification—has 
become such a part of American life, it has become such a thing, a 
way of life in America, that we just can’t tamper with it. It has 
become so basic that I feel that to my constituents out there, I am 
just a farmer, a director, I am not paid. I come here, give of my 
time and all of that and try to do a job for those back home, that 
that responsibility that they vest in me, I must not falter in my duty 
to see to it that rural electrification is not taken away from them. 

It means so much to them that I feel that if aaa is done to 
tamper with it that does take it away or some of the rights that they 
have, it is just going to be like kicking them around and I don’t think 
we want to see that in any democracy. It has become that basic. 

With that, Mr. Chairman, I thank you. 

Senator Humrurey. Thank you, Mr. Swenson, very, very much. 

I should notify my colleagues that there is a live quorum for a vote 
on the Bridges amendment and we will have to recess very shortly. 

Senator Curtis. We are very glad to have you here and I would like 
to ask you, isthe REA doing a good job? 

Mr. Swenson. Yes; it has been, so far as I know. 

eer Curtis. And the applications are being granted and treated 
all right 

Mr Swenson. I might state this, that in most cases, as to the appli- 
cations in our area, there have not been many additional applications. 

Senator Curtis. Those have been filed and treated all right? 

Mr. Swenson. So far as I know they have. 

Senator Curtis. The other affairs have been handled all right? 

Mr. Swenson. Certainly as far as I know. I don’t know every- 
thing, but so far as I know they have. 

Senator Curtis. I am pleased to hear that. I know it has happened 
in my area. 

I not only have followed REA but I happen to know something 
about the Hamil plan. 

Mr. Dave Hamil’s brother was a distinguished editor of one of our 
important papers in my State. He was a neighbor that lived about 30 
miles away, so I know something about them and what a fine job they 
can do. 

I do not want to enter into a controversy over who controls what 
here. I am interested in doing a good job. 
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I know Mr. Hamil is here at great sacrifice and might leave some- 
time. Maybe we would have an REA Administrator of poor judg- 
ment who would make a lot of mistakes and so on, and it might come 
along at that time that there is a setup where what the counsel would 
advise would be good; maybe it would be bad at times. But I am so 

leased to get the report from witness after witness that a good job 
is being done, because I know from my own observation that it is. 

Senator Humpenrey. Thank you, Mr. Swenson. I want to ask the 
committee members to give the right to Mr. Scull, the staff officer here, 
to fill in this record the necessary documents, testimony, and telegrams 
which may be received. We will at this time recess to reconvene at the 
call of the Chair. 

Senator Curtis. That is all for today? 

Senator Humpnrey. That is all for today. 

T want to thank the witnesses very much for their cooperation on 
this important issue. 

(The documents referred to follow :) 


WASHINGTON, D. C., June 5, 1958. 
Hon. WALTER HARRISON, 
Manager, Georgia Electric Membership Corp., Millen, Ga.: 

Retel. Am advised by Government Operations Committee that hearings on 
S$. 2990 will be concluded tomorrow. Regret that these hearings conflict with my 
own committee hearings and am therefore unable to present formal testimony in 
behalf of S. 2990. My views on this subject are well known to members of 
Government Operations Committee and I shall overlook no opportunity to further 
chances of passage of 8. 2990. Regards. 

Ricrmarp B. RvuSseEtt. 


UNITED STATES SENATE, 
CoM MITTEE ON INTERIOR AND INSULAR AFFAIRS, 
June 11, 1958. 
Hon. Husert H. HUMPHREY, 
United States Senate. 

Dear SENATOR: I urge most strongly that you push for passage of S. 2990 to 
restore the REA to independent status at this session. No time should be lost in 
getting REA clearly back under the control of the Congress rather than leaving 
it to the care of the Secretary of Agriculture and the White House, which are 
hostile to the cooperatives and constantly conspiring with the power trust. 

Attached is a telegram from the McCone (Mont.) Electric Cooperative endors- 
ing independent status for REA. It is typical of several such messages I have 
received from my State. 

I note from the transcript of your recent hearings that Secretary Benson is 
attempting to claim authorization over all of the functions of the REA Admin- 
istration under the Reorganization Act of 1939 in an effort to blunt the drive 
for passage of S. 2990 as currently written. I also noted your refutation of his 
thoroughly deceptive reversal of his 1953 position regarding his powers over REA, 
and I am sure that if there is any doubt in your mind that he does have such 
powers as a result of the 1939 reorganization that the final version of your bill 
will invalidate such powers. 

There has been for several years every evidence of a master plan to cripple 
or destroy not just REA, as a lending agency, but the rural electric cooperatives 
and the rural electric movement, developed by the power interests and being 
followed step by step by the administration. 

Former REA Administrator Claude Wickard was one of the first nonpolitical 
employees to be fired by this administration, despite the fact that the Congress 
had stipulated that the REA Administrator be appointed for a 10-year period, 
nominated by the President and subject to confirmation by the Senate. Mr. 
Wickard’s terms of office had only about 18 months to run when President Hisen- 
hower, via Ezra Taft Benson, demanded his resignation. Why the hurry? Why 
the urgency to seize control of this great agency? 
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The only charge Mr. Benson ever made against Mr. Wickard was that Mr. 
Wickard (and REA) had a master plan to duplicate the generating and trans- 
mission facilities of the private power companies in Indiana; according to my 
information, Mr. Wickard flatly denied that he had ever heard of any such plan 
and asked Mr. Benson to document his charge. Mr. Benson produced a fancy 
and expensive map with an overlay which purported to be of RBA origin. Mr. 
Wickard had never seen the map before, denied that he had ever seen it or heard 
of it before, and requested Mr. Benson to reveal its origin. Mr. Benson refused 
and demanded the Wickard resignation instead. This was in 1953 when the con- 
fetti from the inauguration ball had scarcely been swept up from the streets. 

Mr. Wickard was replaced by Ancher Nelsen, of Minnesota, who used the job 
as a springboard to run for Governor of Minnesota 3 years later, leaving a record 
of administrative subversion of REA operations. It has been well documented 
by the House Government Operations Subcommittee on Public Works and Re- 
sources, chaired by former Representative Chudoff. 

The general record of this administration on RBA is long and well-documented : 

1. The record begins with the firing of Mr. Wickard contrary to the REA Act. 

2. The record shows that the White House has time and again failed to request 
the funds needed for electric loans, compelling the friends of REA in the Con- 
gress to override the budget request. But, worse, administration spokesmen 
have subsequently falsely insisted that loan funds were adequate, taking credit 
for the appropriations forced upon them. Mr. Benson, during the 1954 campaign, 
not only did this but used erroneous figures to make his point stronger. 

38. The record shows that Wisenhower’s first REA Administrator, Ancher 
Nelsen, dragged his feet on generation and transmission lines, forced co-ops 
into unfavorable “partnership” deals with power companies, and used his official 
office to spread misinformation about the generation and transmission co-ops 
over the country. 

4. The record reveals a long series of acts or attempts at action inimical to 
the rural electric cooperatives’ welfare, including revision of the Interior Depart- 
ment’s power policy in 1953, the revised marketing criteria for the Missouri Basin 
in 1953, the giveaway on Hells Canyon, the Dixon-Yates deal, the illegal Georgia 
Power Co. contracts, the revision of power cost allocation formulas, the so-called 
partnership power policy, the new 20-year Bonneville Power contracts, the 40 
percent and later 27.5 percent compromise increase in Southwestern Power 
Administration power rates to cooperatives, the revision of Interior Department 
wheeling contract requirements as related to public lands, the gift of billions 
of dollars of interest-free loans to private power companies under the loose 
administration of section 168 of the Internal Revenue Act and the new section 
167 of the same act while attempting to raise the REA interest rate, the White 
House pressures and conferences on the Indiana Hoosier Energy loan, the shame- 
ful attempt to force the cost of the Idaho Power Co.’s dog-in-the-manger dams 
onto the general public (rigged right out of the White House)—these to mention 
only a few. 

5. Within the last 2 years the White House has worked unstintingly to raise 
the REA interest rate, and this year, to force the farmers’ electric systems to go 
to Wall Street for part of their funds at interest rates which would admittedly 
drive many of the systems into bankruptcy. 

There is nothing in the record of this administration generally or that of Mr. 
Benson personally which would warrant the Congress yielding control of REA 
to the Secretary of Agriculture or the President. REA was created by Executive 
order, but converted to statutory status in 1936 by the Congress. It is a child of 
the Congress. Its record is impressive to its worst enemies. 

REA must be returned to its status of a semi-independent agency. It shall not 
be made the plaything of the Power Trust, manipulated out of the White House 
by a Sherman Adams or some equally determined enemy. 

I commend you upon 8S. 2990 and urge the Government Operations Committee 
to report this measure to the Senate quickly, putting REA back under a career 
Administrator as stipulated by the act of 1936, and that the Congress will not 
tolerate intereference with his functions by political appointees of any President. 
Sincerely yours, 

JAMES EF. Murray, 
United States Senator. 
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UNITED STATES SENATE, 


June 26, 1958. 
Hon. Hugert H. HuMPHREY, 


Chairman, Subcommitee on Reorganization, Senate Committee on Gov- 
ernment Operations, Washington, D. OC. 


Dear Husert: This letter is to express my special interest in S. 2990, which 
your subcommittee now has under consideration. As I interpret this bill, it 
seeks to give back to the Administrator of the Rural Electrification Administra- 
tion the authority he had under the original REA law to make loans for rural 
electrification and rural telephones. 

REA has made a lasting contribution to the people of Mississippi and espe- 
cially the farmers and rural residents. It is essential that this program go for- 
ward with the same effective progress that has been achieved during the last 23 
years. 

As one who has taken a deep interest in REA through the years, I believe that 
the best interests of this program could be served by restoring the full loan au- 
thority to the Administrator of the REA. I deeply appreciate the fine work 
which you are doing in behalf of this essential program and hope that S. 2990 
will receive the full approval of your subcommittee and the Senate. 

With best regards, I am, 

Sincerely yours, 
JOHN STENNIS, 
United States Senator. 


STATEMENT OF SENATOR RALPH YARBOROUGH BEFORE THE SUBCOMMITTEE ON 
REORGANIZATION OF THE SENATE GOVERNMENT OPERATIONS COMMITTEE 


RURAL ELECTRIFICATION ADMINISTRATION 


It is my understanding that S. 2990 and H. R. 11762, which are under con- 
sideration by your subcommittee are designed to restore to the Administrator 
of the Rural Hlectrification Administration the authority he had prior to the 
application of the Reorganization Plan No. 2 of 1953. I am heartily in favor 
of this restoration and strongly urge you to expedite passage. 

When the REA Act of 1936 was passed, only 2.3 percent of the farms in Texas 
had electricity. Now I am proud to say that 95 out of every 100 farm families 
in Texas have all the conveniences of electricity. 

This miraculous advance was made, I might add, before the Reorganization 
Plan No. 2 stripped away some of the powers of the REA Administrator and 
transferred them to Secretary of Agriculture Ezra Taft Benson. 

Frankly, the Texas farmers who are now so dependent on an efficient electrical 
system, view the situation where Secretary Benson is invested with great author- 
ity over REA policy, as fraught with danger. 

The past record of the Secretary would indicate that the farmers have grounds 
for their fears. : 

When the REA Act of 1936 was passed, Congress intended for the Administrator 
to serve as Administrator in fact as well as in name. Under this system, REA 
made a remarkable record. 

The directors and managers of our rural electric systems in Texas are dis- 
turbed by Secretary Benson’s action in curtailing and taking over the Administra- 
tor’s powers to approve major loans. They are fearful that new criteria will be 
imposed upon their loan applications, whereas all of us feel that the economic 
and technical standards that have proved so effective in the past should be 
maintained as the soe basis for judging applications in the future. We know 
that this procedure will serve the rural people and protect the taxpayer. 

The rural electric systems face major problems in continuing to provide ade- 
quate and reliable service to consumers in the future and they need a strong, 
vigorous, and independent administration in order to assure them the aid and 
consideration they are entitled to. 

For these reasons I urge you f» report out the bill before you so that we may 
have an opportunity to vote its passage at the earliest possible time. 
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Decatur, Itx., June 5, 1598. 
Senator Husert H. HUMPHREY, 


Senate Office Building, Washington, D.0.: 


Twenty-seven Illinois electric cooperative managers in annual meeting assem- 
bled have unanimously passed resolution supporting Senate bill 2990 to amend 
Reorganization Plan No. 2 as it affects the Rural Electrification Administration. 


ILLINOIS ELECTRIC COOPERATIVE MANAGERS ASSOCIATION, 
R. T. Reeves, Secretary, Dongola, Ill. 


WASHINGTON, D. C., June 6, 1958. 
Senator Husert HUMPHREY, 
Senate Government Operatwns Committee, 
Washington, D.C.: 


Organized labor has always supported the right of farmers to serve themselves 
with electricity at the lowest possible cost. The rural electrification program has 
been a great blessing to rural people; it has lowered farm costs and improved 
the quality of farm output; it has created a great market for the products of 
industry and created jobs for workers. Everyone has benefited. We want to 
express our strong support for keeping this program on a sound, nonpolitical 
basis and to that end we urge the immediate passage of S. 2990. 


ALBERT WHITEHOUSE, 
Director, Industrial Union Department, AFL-CIO. 


ABERDEEN, S. Dax., June 7, 1958. 
Senator Hupert HUMPHREY, 
Senate Office Building, Washington, D.C.: 


The following resolution was unanimously adopted by the membership of 
Northern Electric Co-op Association at its annual meeting held June 7, 1958: 

Whereas rural electric cooperatives are business enterprises operating in con- 
formity with sound business principles and repaying their obligations to the 
Federal Treasury on schedule or ahead of schedule ; and 

Whereas it is impossible to operate a business when basic policies are continu- 
ally subjected to political whims and policies : and 

Whereas the Rural Blectrification Administration was an independent agency, 
free of political pressures and controls from the President and the Secretary of 
Agriculture until the reorganization in 1953; and 

Whereas Senator Humphrey from Minnesota is sponsoring legislation to sepa- 
rate REA from the control of the Department of Agriculture: Now, therefore, 
be it 

Resolved, That we give our support to the Humphrey proposal and urge its 
enactment. 

ALBERT BUSSIAN, 
Westport, S. Dak., Chairman Resolutions Committee. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
RvurRaAuL ELEctTRIFICATION ADMINISTRATION, 
Washington, D. C., June 24, 1958. 
Hon. Husert H. HumMpPreey, 
Chairman, Subcommittee on Reorganization, 
United States Senate. 

DeaR SENATOR HUMPHREY: We are enclosing the information requested in your 
letter of June 23 on loan recommendations forwarded by this office to Mr. Ken- 
neth L. Scott, Director of Agricultural Credit Services, for review. 

In your letter you requested the dollar amount of the application and the dol- 
lar amount of the loan granted. We understand from Mr. Scull of your staff 
that your interest is in determining whether there were any changes made in the 
loan amounts after the loan recommendations were forwarded to Mr. Scott's 
office. Since there were no such changes, we have listed these figures only once 
under “Amount of loan”. 

We also enclose information concerning budget requests for 1959 loan funds and 
action thereon, as requested by Mr. Scull. 

Sincerely, 


Rater J. FOREMAN, 
Acting Administrator. 
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List of REA loan applications forwarded by REA Administrator David A. Hamil 
to Kenneth L. Scott, Director of Agricultural Credit Services, Department of 
Agriculture, for review, between June 5, 1957, and June 23, 1958 


" County Rural Electric Membership Corp., Monticello, 
id 


Name of borrower 


ELECTRIC LOANS 





Amount Referred to | Loan 
of loan K. L. Scott approved 
EA 








$520,000 | June 5,1957 | June 11, 1957 
1 Do. 


Allamakee-Clayton Electric Cooperative, Inc., Postville, Iowa. 655, 000 |. -- sents 
Carroll Electric Cooperative Corp., Berryville, I iankich chit cae 850, 000 |....- a Do. 
Sawanee Electric Membership Corp., Cumming, Ga__...------ 660,000 | June 7, 1957 Do. 
Central Electric Power Cooperative, ‘Jefferson ‘ity, Mo. ----- 4,013,000 | June 11,1957 | June 17, 1957 
Taylor County Rural Electric Cooperative Corp., Campbells- | 

A Ee et Bk i cs. op dhbraite'y anid Giaenede eae base <a 625, 000 |.....do......-.| June 13, 1957 
Jefferson Davis Electrie Cooperative, Inc., ‘Jennings, ) PETE 825, 000 |...-- GO sib isk Ae Do. 
Guernsey-Muskingum Electric Cooperative, New Concord, 

lle 9 iS ll Pe 705,000 | June 13,1957 | June 21, 1957 


Plains Electric a & Transmission Cooperative, Inc., 5 





NNN, BU BOM) od outa ln cha spndln pub agh swe sini 1,053,000 | June 18, 1957 Do. 
Sho-Me Power C "Marshfield, Be eicvyemy tied « «.pansa eeih 7, 970,000 |.....do__..---- Do. 
Western Farmers rative, Anadarko, Okla.......| 11,700,000 |...-.do_._..---} Do. 
Southeastern Illinois Electric ooperative, Inc., Eldorado, Il. 860,000 | June 20,1957 | July 9, 1957 
Benton Rural Electric Association, Inc., Prosser, Wash-_.-----. 897,000 | June 21, 1957 | Do. 
Concordia Electric Cooperative, Inc., Ferriday, La_.......--.- 750,000 | June 24,1957! June 28, 1957 
San Patricio Electric Cooperative, Inc., Sinton, Tex. .......--- 700, 000 |... Re 2i | Do. 
Southwest Electric Cooperative, Bolivar, Mo...............--- 976,000 | June 26, 1597 Do. 
Grady County Electric Membership Corp., Cairo, Ga._.._..-- 540,000 | June 27, 1957 | Do. 
Coos-Curry Electric Cooperative, Inc., Coquille, Oreg___....-- 702, 000 | June 28, 1957 | July 9, 1957 
Northern Electric Cooperative Association, Virginia, Minn_..-| 1, 510,000 |____. Me des0c5< Do. 

E khorn Rural Public Power District, Battle Creek, Nebr----- 2,050, 000 |..... I is Do. 
Wheatland Rural Electric Association, Wheatland, Wyo----.-- 532,000 |_.._. OL. bere. July 3, 1957 


Comanche County Electric Cooperative Association, Coman- | 
deciph aie tebae beh cvpeuhiguewteswen 800,000 | July 12,1957 | July 30, 1957 
Do. 


che, Tex 


Oklahoma Electric Cooperative, Norman, Okla...-_.....--__.- 615,000 | July 15, 1957 

Northeast Oklahoma Electric Cooperative, Inc., Vinita, Okla..| 1, 700,000 | July 22, 1957 | Do. 
Copper Valley Electric Association, Inc., Glennallen, Alaska...| 690,000 | July 29,1957 | July 31, 1957 
Ozarks Rural Electric Cooperative Corp., Fayetteville, Ark__. 631, 000 | Aug. 2,1957 | Aug. 7, 1957 


a River Electric Cooperative, Inc., Dade City, 








SiO See) dae od Sctalsabptic binge Jus tind nibe > «nine bwineibie 1, 125,000 | Aug. 5, 1957 Do. 
Puerto Rico Water Resources Authorit ity , San Juan, P. R_--.-... 10, 900,000 | June 27,1957 | Aug. 14, 1057 
Macon Electric Cooperative, Macon, Mo-_----.....--..-.------- 1,110,000 | Aug. 6,1957 | Aug. 12, 1957 
Green River Rural Electric Cooperative Cae , Owensboro, Ky-| 1,800,000 | Aug. 7, 1957 | Do. 
Union Electric Membership Corp., Monroe, N. C_....--..-.--- 1, 540, 000 |... Ki cities Do. 
Surprise Valley Electrification Corp. ., Alturas, Calif al iacaed angie 696,869 | Aug. 8, 1957 Do. 
Eastern Maine Electric Cooperative, Inc., Calais, Maine_.....| 2, 430,000 |____- Rn h a Aug. 15, 1957 
Dixie Electric Membership Corp., Baton Rouge, La_._--.----- 585,000 | Aug. 9,1857 | Aug. 12, 1957 
Central Texas Electric Cooperative, Inc., Fredericksburg, Tex..| 1, 135,000 | Aug. 12,1957 | Aug. 20, 1957 
Cherokee County Electric Cooperative ‘Association, Rusk, Tex- 820,000 | Aug. 16, 1957 Do. 
Inter-County Rural Electric Cooperative, Inc., Hillsboro, Ohio. 628, 000 |___.- eee Do. 
Pemiscot-Dunklin Electric Cooperative Hayti, ER 970,000 | Aug. 19,1957 | Aug. 26, 1957 
O. and A. Electric Cooperative, Newaygo, Mich............--. 575,000 | Aug. 29,1957 | Sept. 4, 1957 
Rural Electric Cooperative, Inc. Lindsay, Okla_..-........---- 900, 000 |._.-- ao... Sept. 5, 1957 
Atchison-Holt Electric Cooperative, Rock Port, Mo-.....--.-- 630,000 | Aug. 30,1957 | Sept. 9, 1957 


i Rural Electric Cooperative Corp., Hender- 


MeGone County Electric Cooperative, Inc., Circle, Mont_-_... -- 770,000 | Sept. 6, 1957 
ectric Membership Corp., Camilla, Ga_- 515,000 | Sept. 9, 1957 

ric Membership Corp., 

Electric Cooperative, Inc., Collinsville, Okla..| 1,120,000 | Sept. 11, 1957 

rative, Inc., Somerset, aren 835, 000 |... sé tens 

embership Corp., Morganton, 


Mitchell Coun 
Lumbee River E 
Verdigris Vallé 
Somerset Rur 
ee senewen Electric 

te a ee cath Sninae ba ee deuskudeaiy moss < 685,000 | Sept. 27, 1957 
Colorado-Ute Electric Association, Inc., Montrose, Colo_.....- 2,000,000 | Oct. 10, 1957 
Rural Electric Convenience Cooperative Co., Auburn, tak 548,000 | Oct. 15, 1957 


a anal ee ea ie 815,000 | Sept. 3, 1957 
Sila ctndnkaeda-cininieiieabiiuatnadehlidnad 1,030,000 | Sept. 4, 1957 | 


Do. 


Sept. 10, 1957 
Sept. 11, 1957 
Sept. 12, 1957 
Sept. 13, 1957 
Do. 
Do. 


Oct. 3, 1957 


d-Springs, N. C:. 645,000 | Sept. 10,1957 


Oct. 14, 1957 
Oct. 16, 1957 


The Caney Valley Electric Cooperative Association, Inc., 


Cedar Vale, Kans 
Victoria County Electric Cooperative Co., Victoria, Tex___-__- 505,000 | Oct. 23, 1957 


Meade my Rural Electric Cooperative Corp., Branden- 


burg, K 


Peoples Oesparative Power Association, Inc., Rochester, Minn_| 1, 186,000 | Nov. 6, 1957 
R Rural Public Power District, Ainsworth, rent s5...... 554,000 | Nov. 8, 1957 


| 
Ohio-Midland Light & Power Co., Canal-Winchester, Ohio. -- 625, 000 |__-.- Meus..: | Oct. 9, 1957 
| 


Pts Sence Seta sues tod ks dnacndadaeches es os 783,000 |.....do Oct. 17, 1957 
Oct. 29, 1957 
Scand triads dos bh eee eb ab siwack akin 1,065,000 | Nov. 5, 1957 wey, 7, 1957 

do. 


Nov. 14, 1957 
D 


Intercounty Electric Cooperative Association, Licking, Mo.... 935, 000 |... -- ibe steaks 0. 
4-County Electric Power Association, Columbus, Miss. ---__-- 680,000 | Nov, 13,1957 | Nov. 20, 1957 
Craighead Electric Cooperative, Inc., Jonesboro, [ees 775,000 | Nov. 18,1957 | Dee. 5, 1957 
Intermountain Rural* ric Association, Littleton, Colo---.- 1, 112, 000 | “Nov. 21, 1957 Do. 
Four County Electric Membership Corp., Burgaw, N. C__--- 1, 340,000 | Dee. 3, 1957 Do. 
Cap Rock Electric Cooperative, Inc., Stanton, Tex----------- 2, 132,000 | Nov. 25,1957 | Dec. 9, 1957 
Sun River Electric Cooperative, Inc., Fairfield, Mont-.------- 610,000 | Dec. 6,1957 | Dec. 12, 1957 
Socorro Electric Cooperative, Inc., Socorro, N. Mex..-.-..------ 616,000 | Dee. 5,1957 | Dec. 9, 1957 
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List of REA loan applications forwarded by REA Administrator David A. Hamil 
to Kenneth L. Scott, Director of Agricultural Credit Services, Department of 
Agriculture, for review, between June 5, 1957, and June 238, 1958—Continued 


Name of borrower 





Jackson Electric Membership Corp., Jefferson, Ga_- on 
Central Valley Electric Cooperative, Inc., Artesia, N. Mex---- 
Lamb County Electric Cooperative, Inc., Littlefield, Tex_.-- -- 
Tri-County Rural Electric Co., Inc., Freehold, N.J 
New-Mac Electric Cooperative, Inc. , Neosho, ESR 
Pioneer Electric Cooperative, Greenville, Ala_.-...-.....------ 
Habersham Electric Membership Corp., Clarkesville, Ga_...-- 
Central Electric Power Cooperative, Jefferson City, Mo------- 
Moon Lake Electric Association, Inc., Vernal, Utah--_---_--- 
Three Notch Electric Membership Corp., Donalsonville, Ga__- 
Sunflower Electric Cooperative, Inc, Wakeenay, Kans-.----.--- 
Douglas Electric Cooperative, Inc., ‘Roseburg, Ns eee 
Southwest Texas Electric Cooperative, Inc., Eldorado, Tex___- 
Pennyrile Rural Electric Cooperative Corp. "Hopkinsv ille,, Ky- 
Moreau- -Grand Electric Cooperative, Inc., Timber Lake, 8. 
BEG sek. Seite a AE ip ale tn nap cisanbuaweintsecaken 
Cotton Electric Cooperative, Walters, Okla_.............------ 
Central Florida Electric Cooperative, Inc., Chiefland, Fla_-_-- 
Yellowstone Valley Electric Cooperative, Inc., Huntley, Mont 
= Lor District No, 1 of Klickitat County, Goldendale, 


wosthenat Louisiana Power Cooperative, Inc., Winnsboro, La-- 
The Sekan Electric Cooperative Association, Inc., Girard, 
ER «cp cenbenstikinel aide Coane ranaumawinnmumiiet 
Citizens Electric Corp., Ste. Genevieve, Mo___.._.-.--.------- 
Cornhusker Rural Public Power District, Columbus, Nebr-- -- 
Lyntegar Electric a Inc., Tahoka, Tex...-....----- 
Hot a. County Rural Electric Association, Inc., Ther- 
SR, We ai see Sins idanb ine dubaretetinengeceennren 
Ope Cumberland Electric Membership Corp., Carthage, 
Magic Valley Electric Cooperative, Inc., Mercedes, Tex---...-- 
Bowie-Cass Electric Cooperative, Inc., Douglassville, Wicies 
Bandera Electric Cooperative, Inc., Bandera, rit ed nti 
Holy Cross Electric Association, Inc., Glenwood § Brie Colo_. 
Cobb County Rural Electric Membership Corp., Marietta, Ga_ 
Inland Power & Light Co., Spokane, Wash_ --__- nad 
Pioneer Rural Electric Cooperativ e, Inc., Piqua, Ce 3s 
Davidson Electric Membership Corp., Lexington, i ec cside 
Dixie Electric Cooperative, Union Springs, Ne dct aie hae 
= Maryland Electric Cooperative, Inc., Hughesville, 
Menard Electric Cooperative, Petersburg, Ill_.----.......----- 
Knox County Rural Electric Membership Corp., V incennes, 


Greenwood County Rural Electric System, Greenwood, 8. C_- 
Sumter Electric Cooperative, Inc., Sumterville, Fla_..._____- 
Otero County Electr:c Coo rative, Inc., Clouderoft, N. Mex. 
Baldwin County Electric embership Corp., Robertsdale, Ala. 
gackson County Rural Electric Cooperative Cor .. McKee, Ky- 
Carroll Electric Cooperative, Inc., Carrollton, Ohio______-..-.- 
= Springs Valley Electric Cooperative, Inc., Willcox, 


central Electric Power Association, Carthage, Miss_.-.__.---- 
Central Electric Cooperative, Inc., Redmond, Oreg_........--- 
Lighthouse Electric ooperative, Inc., Floydada, TE. oi 5a 
Town of Dickson, Dickson, Tenn_---.~_....-.----- 
Pee Dee Electric Membership Corp., Wadesboro, WG 
Alfalfa Electric Cooperative, Inc., Cherokee, Okla_- ont 
Wayne-White Counties Electric Cooperative, Fairfield, ie 
Baker Electric Cooperative, Inc., Cando, N. Dak_._.-__-- . 
Bailey County Electric Cooperative Assn., Muleshoe, Tex...-- 
Tallapoosa River Electric Cooperative, Inc., LaFayette, Ala__- 
Duck River Electric Membership Corp. Shelbyv ille, Tenn_- 
Dixie Electric Power Association, Laurel, Miss--.--.._...._-..-- 
Butler County Rural Public Power District, David City, Nebr. 
Louisiana Rural Electric Cor rp.» Alexandria, La 
Continental Divide Electric Cooperative, Inc., Grants, N. Mex. 
—_ County Rural Public!Power District, Stromsburg, Nebr-. 
er Isle Electric Cooperative, Inc., Onaway, aia 
Ton ’Michigan Rural Electric Co., Boyne City, Mich-...... 
Yampa Valley Electric Association, Inc., Steamboat Springs, 


Miss... 


Colo 
Yazoo Valley Electric Power Association, Yazoo City, 


Wright-Hennepin set cmanesia Electric Amodiation’ Maple 
DPN IIIS o nigccacRdinicaccn btn abcidinnnwendestbhecatiithett 


ELECTRIC LOANS 





Amount 
of loan 


Referred to 
K. L. Scott 


Dec. 18, 1957. 
Dec. 19, 1957 
Dec. = 1957 


Jan. 28, 1958 


Feb. 3, 1958 
Feb. 5, 1958 
Feb. 6, 1958 


Disko BO via stoneni 


Feb. 7, 1958 
Feb. 13, 1958 
Feb. a 1958 


Mar. 13, 1958 
Mar. 19, 1958 


Apr. 2, 1958 
Apr. 3, 1958 


Apr. 16, 1958 


Apr. 10, 1958 
Apr. ne 1958 


May 5, 1958 
May he som 


ae 8, 1958 
— 12, 1958 


June 5, 1958 
June 11, 1958 








Loan 
approved 


Dee. 13, 1957 
Dee. 18, 1957 
Do. 
Dee. 20, 1957 
Do. 
Dec. 27, 1957 
Do. 
Dec. 31, 1957 
Do. 
Jan. 10, 1958 
Jan. 10, 1958 


Jan. 15, 1958 
Jan. 21,1958 
Do. 


Jan. 27,1958 
Jan. > 1958 
Jan. OL 1958 


Jan. 29,1958 
Jan. 31,1958 


Feb. 7, 1958 
Feb. 17, 1958 
Do 


Do. 
Feb. 13, 1958 
Feb. 17,1958 
Feb. 20, 1958 
Feb. 27, 1958 

Do. 
Mar. 6, 1958 
Mar. 10, 1958 
Mar. 14, 1958 

Do 


Mar. 19, 1958 
Mar. 25, 1958 


Apr. 7, 1958 
Apr. 8, 1958 


Apr. 1, 1958 
Apr. 8, 1958 


Apr. 7, 1958 
Apr. 10, 1958 


Apr. 14, 1958 
1 26, 1958 
pr. 18, 1958 


Apr. 22, 1958 
Apr. 29, 1958 
Do 


May 1, 1958 
May 9, 1958 
Do 


Do. 
May 12, 1958 
== 1958 
> 22, 1958 
Sen 2 27, 1958 

Do. 


May 28, 1958 
Do 


.| June 3, 1958 


June 4, 1958 
Do. 
June 6, 1958 
June 12, 1958 
June 16, 1958 
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List of REA loan applications forwarded by REA Administrator David A. Hamil 
to Kenneth L. Scott, Director of Agricultural Credit Services, Department of 
Agriculture, for review, between June 5, 1957, and June 23, 1958—Continued 


ELECTRIC LOANS 


of loan K. L. Scott approved 


Name of borrower | Amount Referred to Loan 
a 
| 


Forked Deer Electric Cooperative, Inc., Halls, Tenn $512,000 | June 16,1958 | June 18, 1958 
Jefferson Davis Electric Cooperative, Inc., Jennings, La__-_--- 910,000 | June 18,1958 | June 20, 1958 
Florida Keys Electric Cooperative Association, Inc., Tavernier, 

Fla 1, 300, 000 —_ 23, 1958 Toe 1958 


Puerto Rico Water Resources Authority, San Juan, P. R 400, 000 
Joe Wheeler Electric Membership Corp., Hartselle, Ala 

KAMO Electric Cooperative, Inc., Vinita, Okla 

Seott-New Madrid- Mississippi Electric Cooperative, Sikeston, 


TELEPHONE LOANS 


Farmers Independent Telephone Co., Grantsburg, Wis | $492,000 | June 7,1957 | June 12, 1957 
Texas-Midland Telephone Co., Dallas, Tex_- Ne ieee 192, 000 |.....do.......| June 13, 1957 
Harris-Fort Bend Telephone Co., Sugar Land, Tex. 490,000 | June 11, 1957 Do. 
The Oakwood Mutual Telephone Co., Oakwood, Ohio 200,000 | June 12,1957 | June 18, 1957 
Burlington, Brighton & Wheatland Telephone C Co., snartingtem, | 
Wis. 276, 000 |.....do..- Do, 
Pineland Telephone Co., McGregor, Bil 45. cavedecus, 62 900,000 | June 13,1957 | June 20, 1957 
Northern Illinois Telephone Co., Chicago, Macilic, Nak a 790,000 | June 18,1957 | June 21, 1957 
Standard eo eee Co., Cornelia, Psat tis J ccwnt..« ; 618,000 |_....do_-- Do. 
Melrose Telephone Co., Melrose, Minn. -.........-...-------- 251,000 | June 20,1957 | June 28, 1957 
Somerset Telephone Co., North Anson, Maine _- - abi 976,000 | June 26, 1957 Do. 
Whiteford ‘Telephone Co., Whiteford Center, Mich oat , 060, 000 July 19,1957 | July 26, 1957 
Garretson Cooperative Telephone Association, Garretson, | | 
8. Dak- - - hin lia 316,000 | July 30,1957 | Aug. 2, 1957 
Citizens Telephone Co., Inc., Leslie, Ga- Bid ert 310,000 | Aug. 9, 1957 | Aug. 14, 1957 
Citizens Telephone Cooperative, Floyd, Va... ee : 600,000 | Aug. 13,1957 | Aug. 15, 1957 
Mid- issouri Telephone Co., Gilliam, Mo... 578,000 | Ang. 19,1957 | Aug. 27, 1957 
The J.:.onier Valley Telephone Co., Stahlstown, Pa_ 400,000 | Ang. 26,1957 | Aug. 29, 1957 
Foothills Rural Telephone Cooperative Corp., Inc., Staffords- | 
ville, K 515,000 | Sept. 3,1957 | Sept. 10, 1957 
Mid Kansas Telephone, Inc., Sterling, Ke 986i eid tik 702,000 | Sept. 4,1957 | Sept. 11, 1957 
A & M Telephone Co., Springfield, Mo J 858,000 | Sept. 9,1957 | Sept. 13, 1957 
Cooperative Telephone Co., Victor, lowa 490,000 | Sept. 17,1957 | Sept. 19, 1957 
Clarks Telephone Co., Clarks, Nebr 164,000 | Sept. 19,1957 | Sept. 20, 1957 
Haghes Telephone Co., Inc., Bailey, Miss 543, 000 Do. 
Southern Kansas Telephone Co., Inc., Burden, Kans-- 840, 000 j .| Sept. 27, 1957 
Badger State Telephone & Telegraph 'Co., Neillsville, Wise... 774,000 | Sept. 26, 1957 Do. 
Bloomingdale Telephone Co., Inc., Bloor ninzd: ule, Mich 350, 000 | Sept. 27,1957 | Oct. 2, 
Farmers and Business. Men’s Mutual Telephone Co., Wheat- 
land, Iowa 350, 000 | Sept. 30,1957 | Oct. 4, 1957 
West Kentucky Rural ‘T' elephone Cooperative Corp., Inc., | 
Mayfield, Ky 535, 000 suee. Oats 10 6087 
Prattsburg Telephone 3o., Inc., Pr attsburg, N. Y 584, 000 abiaags Do. 
North Penn Telephone Co., Mansfield, Pa 110, 000 . 7.1957 | Oct. 10, 1957 
Concordia Telephone Co., Concordia, Mo , 456,000 | Oct. 11,3957 | Oct. 14, 1957 
Beaver Creek Cooperative Telephone Beaverereck, Oreg.. , 197, 000 ...do Oct. 21, 1957 
Northeastern Telephone Corp., die Ky 785.000 | Oct. 14,1957 | Oct. 14, 1957 
Wyoming Telephone Co., Inc., Pinedale, Wro E : 135,000 | Oct. 16,1957 | Oct. 17,1957 
Western Illinois Telephone Co., New London, Iowa ..._---- , 394,000 | Oct. 15,1957 | Oct. 25, 1957 
The Paulding Telephone Co., Paulding, Ohio __.. iL. 426,000 | Oct. 30,1957 | Nov. 4, 1957 
Central lowa Rural Telephone Co., Cedar Rapids, Towa h.cbes 538,000 | Oct. 31,1957 |.._.. Do_..-. 
Northern Kansas Telephone Co., Ottaw a, Kans..... ‘ 576,000 | Nov. 8, 1957 | Nov. 14, 1957 
Keller Telephone Co., Keller, Tex in. poh dk ac ey 208,000 | Nov. 13,1957 | Nov. 20, 1957 
United Telephone Mutual Aid Corp., Langdon, N. Dak... 514,000 | Nov. 18, 1957 | _Do__.. 
Rockwell Cooperative Telephone Association, Rockwell, lowa 371,000 | Nov. 21,1957 | Nov. 29, 1957 
Thermal Belt Telephone Co., Tryon, N. C | 1,017,000 | Nov. 22,1957 | Dec. 4, 1957 
Lycoming Telephone Co. Pine Grove, Pa 709,000 | Dee. 3,1957 | Dee. 9, 1957 
DeKalb Telephone Cooperative, Alexandria, Tenn... _- , 261, 000 indessis 5: .cDords 
Chapman Lake Telephone Co., Jermyn, Pa... Z 250,000 | Dee. 10, 1957 “Dee, 10, 1957 
The Western Telephone Co., Weaverville, Calif , 446,000 |___- -----| Dee. 13, 1957 
Mid-Rivers Telephone Cooperative, Circle, ! 5&2, 000 |.---- Do. 
Highland Telephone Cooperative, Ine., Sunbright, Tenn 722, 000 mE Do. 
Minerva Valley Telephone Co., Zearing, lowa | 329, 000 ns @elA ably Do. 
Cimarron Telephone Co., Mannford, Okla : 623,009 | Dec. 5, 1957 | Do. 
Sunnyside Telephone Co., Sunnyside, Oreg 562,000 | Dee. 13, 1957 Dec. 18, 1957 
Scandia-Marine Telephone Corp., Osceola, Wis.........--...- 347.000 | Dec. 18, 1957 Do. 
Shell Lake Telephone Co., Shell Lake, Wis...........-.-..---- | 488,009 | Jan. 7,1958 | Jan. 10, 1958 
Murraysville Telephone Co., Export, Pa ‘ , 992,000 | Jan. 15,1958 | Jan. 21, 1958 
Consolidated Telephone Co., Florence, Ky___.__..-.-...-..-- 161,000 | Dee. 24,1957 | Jan. 17, 1958 
Hillsborough & Montomery Telephone Co,, Belle Mead, N. J} 1,050,000 | Do. 
Powells Telephone Co., Powell, Tenn 632, 000 a Do. 
Pioneer Telephone Cooperative, Inc., Kingfisher, Okla_-__-_._- 4, 690, 000 an. 23, 1958 | Jan. 30, 1958 
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List of REA loan applications forwarded by REA Administrator David A, Hamil 
to Kenneth L. Scott, Director of Agricultural Credit Services, Department of 
Agriculture, for review, between June 5, 1957, and June 238, 1958—Continued 


TELEPHONE LOANS 








Name of borrower Amount | Referred to Loan 
of loan K, L. Seott approved 
Chariton Valley ee a Bucklin, Mo.............-- $637,000 | Feb. 10,1958 | Feb. 17,1958 
Seminole Telephone Co., Inc., Donalsonville, Ga...----------- 747,000 | Feb. 11, 1958 Do. 
Leewood Telephone Co., Richmond, Mo..............-...-.-- 517,000 |-..-- ait Do. 
Vandalia Telephone Co., Vandalia, Mo._.................-..-- 577,000 | Feb. 27,1958 | Mar. 7, 1958 
Hendricks Telephone oe neh, TG. ou. sets esenuieen eo 2 522,000 | Mar. 3, 1958 Do. 
Marianna & Scenery Hill soppane Co., Mariana, Pa.-_.....- 523, 000 j----. Oh. iat Do. 
Tygart Valley Telephone Co., Mill Creek, W. Va_-.---.------ 286, 000 } Feb. 27,1958 | Mar. 12, 1958 
Byers-Petrclia Telephone Co., Byers, Tex.....--.--.---------- 216,000 | Mar. 5,1958 | Mar. 14, 1958 
Thorsby Telephone Co., Inc., Montgomery, Ala...........-_-- 232,000 | Mar. 10,1958 | Mar. 19, 1958 
Mutual Telephone Co., Houlka, Miss.............--.-..--.-.. 239, 000 |... do. __....| Mar. 18, 1958 
Osceola Farmers Mutual Telephone Co., Osceola, Wis__...-..- 504,000 | Mar. 25,1958 | Mar. 28, 1958 
The ‘ae Telephone Co., Ogema, Wis_.........------------- 230, 000 |-..--. fe Do. 
Soap Creek Telephone Co., Blakesburg, Iowa-._.--._------..- 517,000 | Mar. 26,1958 | Apr. 1, 1958 
Farmers Mutual Telephone Co., Nora $ ings, Ilowa.........- 716,000 | Mar. 31,1958 | Apr. 8, 1958 
Winthrop Telephone Co., Winthrope, ate sie 342,000 |..-.- , Vee Do. 
Northern Iowa Telephone Co., Sioux Center, Iowa- J 220,000 | Apr. 8,1958 | Apr. 11, 1958 
Madison Telephone Co., Madison, Mo-...-.- 4 307, 000 |....- do._.....| Apr. 10, 1958 
Tyler Telephone Co., Tyler, Minn. -_.-_...--- is. 477,000 |..--. BD isis ahin Do. 
South Missouri Telephone Go,, Steelville, Mo. “| 318,000 | Apr. 18,1958 | Apr. 22, 1958 
North Florida Lhe - one Co., Live Oak, Fis........:..2..-..- 1, 382,000 | Apr. 21,1958 | Apr. 25, 1958 
Farmers Mutual Telephone Co. of Grand Traverse County, 
ip lee ii ts bhakti a beac ocabide dude ddedete 305, 000 |... BO iciacsed Do. 
Sikes Telephone Co., Glennville, Ga.._...........-.-.------- 485,000 | May 5, 1958 May § 1958 
Grand River Mutual Telephone Corp., Princeton, Mo-.------ 635,000 | May 6, 1958 5 
Capitol Telephone Co., Cortland, Nebr..........-.-.-.-.---- J 516,000 | May 14,1958 | May 16, 1958 
Arapahoe ‘Telephone Co., Arapahoe, Nebr__.....-.--.-.------- 389, 000 |.--.- BOs ceinrs <s Do. 
New Alexandria Telephone Co., New Alexandria, Pa__-_----- ‘ 72, 000 |...-- a May 19, 1958 
Twin Valley Telephone, Inc., Miltonvale, Kans__..._...---__- 288, 000 |__-_. eects Do. 
Conway-Nian Telephone Co., Marshfield, Mo... .------- 435, 000 | May 15, 1958 Do. 
The Huntingdon & Centre County Telephone Co., Warriors 
I te al ile cen Be tals pike silanated 530,000 | May 21,1958 | May 26, 1958 
Smithville Telephone Co., Inc., Ellettesville, Ind____-_.-.-_- 1,700,000 | May 23,1958 | May 28, 1958 
Hopper Telephone Co., Inc., Altoona, Ala_._...........------ 440,000 | May. 28,1958 | June 11, 1958 
Consolidated Telephone Co., Springfield, Maine_..-_......~.-- 569,000 | June 11,1958 | June 16, 1958 
Central Telephone Co., Ltd., Decatur, Tex............-.---- 770,000 | June 13,1958 | June 18, 1958 
Southwest Dial, Inc., Gardner, Kans.._..._......----..----__ 580,000 | June 10, 1958 Do. 
Vag Telephone Cooperative Association, Inc., Herreid, 
ta te a a «cigs lias aeimeal 666, 000 | June -13, 1958 Do. 
Alma Telephone Co., Inc., Alma, Ga_____.-.-.-.-------------- 1,115,000 | June 18,1958 | June 20, 1958 





Western Dial, Inc., El] Dorado Springs, Mo_.__---.---------- _| 1,219,000 }_.__- 66.27. PRT 
Farmers Mutual Telephone Co., Bondurant, Iowa-.......--.--- 





REA Loan Funps—FiscaL Year 1959 


REA REQUEST TO DEPARTMENT OF AGRICULTURE 


On the basis of the amount which it appeared could be provided within the 
budget ceiling, the Rural Electrification Administration was requested to submit 
an estimate totaling $309 million indicating their recommended breakdown be- 
tween electrification and telephone loans. In response to this request, REA 
submitted an estimate for a new electrification loan authorization of $230 million 
and new telephone loan authorization of $79 million. At the same time REA 
proposed an alternative estimate of $434 million for electrification loans and $94 
million for telephone loans. It was not possible to provide these larger amounts 
within the limitation under which the Department developed its 1959 estimates. 


DEPARTMENT REQUEST TO BUREAU OF THE BUDGET 


The Department request to the Bureau of the Budget was for new loan 
authorizations of $255 million for electrification and $66,400,000 for telephone. 


BUDGET BUREAU REQUEST TO THE CONGRESS 


The President’s request to the Congress called for a new loan authorization 
of $150 million for electrification loans and a new loan authorization of $56 
million for telephone loans. These estimates contemplated recommendations to 
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the Congress to enable the systems to secure from private sources the additional 
loan funds needed. 


FISCAL YEAR 1959 APPROPRIATION ACT 


The fiscal year 1959 appropriation act provides new loan authorizations of 
$317 million for electrification loans and $67.5 million for telephone loans. In 
addition the act provides a contingency authorization of $25 million for each of 
the two programs to the extent it may be needed for the expeditious and orderly 
development of the programs. 


STATEMENT oF STANLEY R. Faris OF THE ASSOCIATION OF ILLINOIS ELECTRIC 
COOPERATIVES 


ieee report will show the effect of 4 percent interest rates on RBA loans in 
no 


INTEREST RATES ON REA LOANS 


The rural electric cooperatives in the State of Illinois have viewed with a 
considerable amount of alarm the news articles and other information which 
have been available to them relative to the drive which has finally resulted in 
the proposed Capehart-Hiestand bills in demanding an increase in the interest 
rate on REA loans. Because of the seriousness of this threat to the continued 
successful operation of the rural electric cooperatives, the Association of Illinois 
Electric Cooperatives, representing over 140,000 farmers and other rural resi- 
dents and businesses, which are receiving the many benefits of central station 
service in Illinois, had appointed a committee to study and report on the effect 
of a higher interest rate on REA loans. The following is a report of the study 
made by this committee : 

It is a recognized fact by the farmers of the United States, the leaders of rural 
electrification, and by every group or person which has been interested enough 
to follow the development of rural electrification in this country since the REA 
Act was passed, that the contributing factor to making rural electrification pos- 
sible at a rate that the farmers could afford to pay was and has continued to 
be the availability of long-term loans at low-interest rates. 

It must also be recognized that in the early years of the development of rural 
electrification the electric cooperatives were advised and urged by the Rural 
Electrification Administration to adopt a policy of area coverage and to extend 
electric service to every farm and rural establishment within the area boundaries 
of each cooperative, regardless of where the consumer was located, how many 
miles of line had to be constructed to serve him, or what investment was required. 
The Pace Act, which extended the repayment period on REA loans from 25 to 
35 years and fixed the interest rate at 2 percent was to make long-term loans at 
low-interest rates available to the rural electric cooperatives so that it was 
feasible to extend service in rural areas on an area coverage basis. All 27 
electric cooperatives in Illinois adopted the area coverage policy in the early 
development of their cooperatives and have carried out and have in effect such 
a policy at the present time. It is also the committee’s understanding that all of 
the eooperatives in the United States have extended their service on an area 
coverage basis. In the State of Illinois this has resulted in a low consumer 
density of 2.99 average number of consumers per mile. 

The rural electric systems are, for all practical purposes, now built. Service 
has been extended to a very high percentage of all of the farmers and other 
rural establishments in Illinois and other parts of the country. These coopera- 
tives are now obligated to maintain adequate capacities in their systems to meet 
the ever-increasing demand for power on these farms. The farmer today is 
dependent upon his electric power to the extent that he cannot possibly continue 
his farming operations without it. New uses of electric power on the farm are 
being developed rapidly and are being put in use by the farmer, all of which helps 
him reduce his cost of operation which is so important to the farmer under 
present economic conditions. 

In Illinois the loads on electric cooperatives are doubling on an average of 
every 7 years and the cooperatives in the State have conservatively estimated 
that they will require over $25 million additional investments in their systems 
in the next 10 years just to provide adequate capacities to meet the power de- 
mands of their presently connected consumers. Over half, or 14, of the 27 coop- 





AMEND REORGANIZATION PLAN NO. 2 OF 1953 285 


eratives in the State will have loads above their present designed capacity in the 
next 3 years, and all but 2 of them will have to provide double their present sys- 
tem capacity within the next 10 years. This means that to maintain adequate 
service for the present connected rural consumers in Illinois, an investment of 
over $25 million will have to be made within 10 years, and, while it is not defi- 
nitely known what the interest rate will be on REA loans under the present 
proposal to increase them, the proposed legislation indicates that it will be 4 
percent or better. If we consider that this investment will cost the cooperatives 
4 percent interest, the total cost in interest will be $1 million annually or $500,000 
annually more than it would cost under the present interest rate. 

Thirteen of the twenty-seven cooperatives in the State have, after considerable 
study, said that an increase of interest rates from 2 to 4 percent would necessitate 
arate increase. The amount of the rate increase necessary varies from 3 percent 
up to 18 percent, with an average rate increase of 7 percent. Many of these 
cooperatives have already had to increase their rates in order to meet their ever- 
increasing costs of operation to the point where it is now felt that any further 
increase would make the cost of power prohibitive to the farmer. 

The rural electric cooperatives in Illinois indicate that they will need loans in 
excess of $8,500,000 in the next 10 years to extend electric service to approximately 
14,000, or more, new consumers. If the interest rate is 4 percent on these funds, 
rates will have to be adjusted to provide an additional revenue of $170,000 
annually. Because of the fact that the unserved farms and other rural estab- 
lishments which are without electric service today are of the poorer class of 
rural properties and generally located at a considerable distance from existing 
electric facilities, it is doubtful that this group of rural people could afford to 
have electric service at the rates that the cooperatives will have to charge them in 
order to have sufficient revenue to meet the increased cost of interest at 4 percent. 


EFFECT OF INCREASED INTEREST COST ON WHOLESALE POWER RATES IN ILLINOIS 


When the rural electric cooperatives were first organized in Illinois the best 
wholesale power rate offered was approximately 2 cents per kilowatt-hour. At 
that time one of the cooperatives in the State, which had exhausted all means of 
securing a reasonable wholesale power rate, borrowed funds and built its own 
generating system. As soon as the private power companies were aware of the 
fact that the cooperatives could build their own generating systems and generate 
their own power, wholesale power rates were reduced to an average of approxi- 
mately 12 mills per kilowatt-hour where they remained until the year 1948 when 
the cooperatives in Illinois had an engineering study made to determine whether 
or not any savings could be realized by providing their own generation. This 
engineering study reported that considerable savings could be realized and an 
application was, therefore, made for a loan to build this generating system. The 
private power companies, which were selling wholesale power to the cooperatives 
in the State at that time, immediately called for a renegotiation of wholesale power 
contracts, which resulted in a wholesale power rate in the State of 8% mills per 
kilowatt-hour. Wholesale power rates have remained at this figure since that 
date. 

Negotiations are now underway to renew the wholesale power contracts to 24 
of the electric cooperatives in Illinois. These negotiations have progressed to a 
point where it is indicated that there will be an increase in wholesale power rates 
of over 10 percent. It is also indicated by the past history of wholesale power 
rates in Illinois, and by the experience of these cooperatives in negotiating for 
new contracts, that the determining factor affecting the wholesale power rate is 
based upon what the cooperatives could generate their own power for. The 
eonsulting engineers for these cooperatives, who have made an engineering study 
on the power requirements of the 24 electric cooperatives involved, report that the 
initial investment for the necessary generation and transmission facilities would 
have to be $30 million. If the interest rate on REA loans was to be increased to 
4 percent, it would, therefore, cost these electric cooperatives $600,000 more to 
generate and deliver their power needs than it would if these interest rates 
remain at 2 percent. There is, therefore, little question but what the wholesale 
power rate in IlJinois would go up to a point where the power costs to these 
cooperatives would be $600,000 more per year than this power cost would be if 
the interest rates remain at 2 percent. 

Other increased costs affecting electric cooperatives are: Electric cooperatives 
in Illinois, as well as the rest of the country, have been faced with an ever- 
increasing cost of operations since the day they began operating. During the 
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period from 1946 through 1956 increases in the cost of material, services, and labor 
have been as follows: 


Percent 
increase 


aie Dig io es se on ce She 103 


These percentages of increases in cost are on unit prices and not on the amount of 
work done or material used. With few exceptions, the cooperatives in Illinois have 
had to increase their rates to provide sufficient revenues to meet these increased 
costs, some of them as many as three times during the period. In addition, these 
costs are continuing to increase and there is no indication that they are going to 
level off. Granted that every industry or private utility has experienced a similar 
increase in the cost of operations, their revenues are not dependent entirely upon 
the farmers whose economy has not kept pace with the high level experienced in 
the rest of the country. Prices on the machinery, fuels, and other materials the 
farmer must have to carry on his operation have increased to an alarming rate 
during the past 5 to 6 years, while the prices he gets for his products have been 
on a steady decline. In view of this fact, it is felt by most of the electric coopera- 
tives in Illinois that rates now charged the farmer for his electric service have 
become about as high as they can go and that any further increase would result 
in their not being able to afford electric service, let alone expand the use of 
necessary power on the farm. 
IDLE SERVICES 


Another unfavorable condition has developed in rural Illinois during the past 
10 years, which is the number of idle services which have accumulated in 
each electric cooperative. The cooperatives in Illinois report a total of 10,850 
idle services as of December 31, 1956, with an added accumulation of 646 per 
year indicated at that time. These idle services are the result of farms getting 
bigger, one farm absorbing another and abandoning the electric service to one 
of them. This means that these cooperatives have an investment in service 
to these 10,850 farms in the amount of over $7 million, which, in reality, is an 
idle investment providing no revenue to the cooperatives, but on which invest- 
ment costs must be paid. This development has created an unforeseen financial 
burden on the electric cooperatives. 


MAXIMUM DEBT SERVICE PAYMENTS 


Only one cooperative in Illinois had reached manimum debt service pay- 
ments on present loans at the end of 1956. 13 will reach it in the next 3 years 
and all of them in the next 7 years The maximum debt service payments on 
Illinois electric cooperatives on present loans will amount to a total of $3,- 
707,097 per year. Net margins on these cooperatives in 1956 were $2,208,278, 
which means that these cooperatives will have to increase net margins by 
$1,498,819 per year in the next 7 years in order to have sufficient funds to meet 
their maximum debt service payments. Even if they are able to increase net 
margins in the above amount in the next 7 years, it will require the total net 
margin to meet maximum debt payment service and there will be nothing left 
for necessary reserves. The cooperatives in Illinois report that as of December 
31, 1956, they had a total amount of deferred maintenance that will require 
an expenditure, over and above normal operations in the next 5 years, of $136,050. 

Assuming that all of the cooperatives in Illinois have adopted a policy of 
setting up a replacement cash reserve in the amount of 1.08 percent per year 
of total investment to replace their plant as it wears out, in lieu of setting up 
the average 3.25 percent depreciation in a cash reserve, then they would have the 
difference between the depreciation charge and the actual replacement reserve 
available to them to help meet maximum debt service payments and the de- 
ferred maintenance cost. Even though the committee feels that sound business 
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practices obligates the rural electric cooperatives to have a cash reserve in the 
full amount of their depreciation reserve, the following analysis is made to 
point out how the rural electric cooperatives can make the best of a bad situa- 
tion. Additional funds which the rural electric cooperatives in Illinois will need 
in the next 7 years are as follows: $1,498,819 per year to meet maximum debt 
payments and $19,435 per year for deferred maintenance, making a total of 
$1,518,254 per year. The difference between the depreciation charges and the 
amount that will be set aside for cash replacement reserves, if the cooperative 
would decide to establish and maintain replacement reserves instead of the 
full depreciation charges was, in the year 1956, $1,817,642. Therefore, if the 
cooperatives were to use the difference between the depreciation charge and the 
cash in replacement reserve to meet their increased cash requirements, they 
would only have $299,388 per year in the entire State of Illinois. If the interest 
rate goes to 4 percent, then an additional $500,000 interest cost per year on 
funds necessary to provide adequate capacity in our existing systems will have 
to be made available, which will result in a shortage of cash of approximately 
$200,000 per year. Add this to the indicated increased cost in power that would 
result from a 4 percent interest rate and it is reasonable to estimate that there 
will be a shortage of cash funds in Illinois of between $800,000 and $1 million 
annually within less than 7 years, even though the cooperatives use as much of 
their depreciation charges as they could safely use. 


SUMMARY 


1. Long-term low-interest rates on REA loans have made electric service avail- 
able on an area coverage basis to the farms and other rural establishments in the 
United States. 

2. To maintain adequate electric service and expand future services to meet the 
needs of these farms and other rural establishments on an area coverage basis 
it is necessary that the electric cooperatives continue to have long-term low- 
interest loans. 

8. Over $25 million in loans will be necessary on Illinois electric cooperatives 
within the next 10 years in order to continue to provide adequate service to the 
presently connected consumers on the cooperatives’ systems. 

4. Over $8,500,000 in loans will be necessary on Illinois electric cooperatives to 
extend service to 14,673 new consumers in the next 10 years. 

5. Four percent interest on REA loans will increase the wholesale power costs 
to the electric cooperatives in the State of Illinois in an amount of $600,000 an- 
nually, based on the present connected consumers, whether self-generated or 
purchased. 

6. Electric rates to the farmers in Illinois have already been increased to take 
care of ever-increasing costs of operations to the extent that farmers, generally, 
under present economic conditions, would be unable to afford any additional 
increase. 

7. The Illinois electric cooperatives are faced with raising the net margins an 
additional $1,498,819 annually to meet maximum debt service payments on exist- 
ing loans in the next 7 years, and must have $136,050 over and above normal 
operating costs to take care of deferred maintenance in the next 5 years. 

8. Even if the depreciation reserves were used to meet cash obligations, there 
would be an annual shortage of cash on the cooperatives of more than $800,000 
per year within less than 7 years, if interest rates are increased to 40 percent. 


CONCLUSION 


After a great deal of study and consideration of all available data from the 
electric cooperatives in Illinois, it is indicated to the committee that an increase 
from 2 to 4 percent in interest rates on rural electrification loans would result 
in a minimum increased cost of operations to the Illinois cooperatives of an 
amount as follows: 


Increased cost on funds necessary to provide cooperatives to meet the 

increasing load demand in next 10 years_____--_--------_---------- $500, 000 
Increased cost on funds for new extension next 10 years, annually___-_- 170, 000 
Effect on the cost of power annually____-_----_--------------------- 


Total Come @hnalhG ee a ae es ee 1, 270, 000 
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This increased cost, added to the other ever-increasing costs which are now 
being experienced, with no indication that they will level off, will result in 
increasing the cost of power to the majority of the electric cooperatives in the 
State to a point where it will be prohibitive to most of the farmers in the State. 

It is also the opinion of the committee that there will be many cooperatives 
which will eventually fail as a result of 4 percent interest rates on REA loans. 





STATEMENT OF Homer T. Brown, Berore THE SENATE GOVERNMENT OPERATIONS 
COMMITTEE, SUBCOMMITTE ON REORGANIZATION 


My name is Homer T. Brown. I am a member of the board of directors of 
Menard Electric Cooperative of Petersburg, Ill. I am also president of Menard 
Blectrie Cooperative, a position I have held for the last 11 years. I make my 
living from the operation of a 300-acre livestock and grain farm. I have been 
a farmer all my life. I have been asked by the National Rural Electric Coopera- 
tive Association, of which our cooperative has been a member for over 20 years, 
to appear before this committee today. 

The following statement points out the reasons why I think that bill 8S. 2990 
should be passed by Congress. 

I believe that anyone who will take the time and trouble to study the record 
of the REA, will agree with me that it is a record that the entire Nation can 
be proud of. Without RBA, rural America would still be in the dark. 

But, I don’t believe REA would have been able to achieve such an enviable 
record, had it not been for the fact that its nonpartisan, nonpolitical nature has 
been carefully maintained throughout its 22-year history. 

So that REA would be protected from political pressure, Congress when it 
passed the original REA Act in 1936, invested full powers of administering the 
act in the REA Administrator and provided that he should be appointed by the 
President to a 10-year term and be approved by the Senate. The intent of Con- 
gress has always been that REA should be nonpolitical. The REA Act specifically 
gives the Administrator full authority over all loans and gives him complete 
charge of the agency. 

I quote from section IV of the act: “The Administrator is authorized and em- 
powered, from the sum hereinbefore authorized, to make loans for rural elec- 
trification to persons, corporations, States, Territories, and subdivisions and 
agencies thereof, municipalities, peoples’ utility districts and cooperatives, non- 
profit, or limited-dividend associations organized under the laws of any State 
or Territory of the United States, for the purpose of financing the construction 
and operation of generating plants, electric transmission and distribution lines 
or systems for the furnishing of electric energy to persons in rural areas who 
are not receiving central station service * * * 

In section IX, the act specifically provides for nonpartisan administration 
of REA. I quote: “This act shall be administered entirely on a nonpartisan 
basis. * * *” At the present time, however, Secretary of Agriculture Benson 
eontends that under the Reorganization Act of 1953, he has the authority to 
make the REA Administrator get approval from his office on loans exceeding 
$500,000. Mr. Benson claims he has merely required the REA Administrator 
“to consult” with his office on these loans. I believe that this new policy strips 
the RHA Administrator of the full authority of approving loans and that it is 
contrary to the intent of the REA Act. 

Because Mr. Hamil must get approval from the Secretary of Agriculture be- 
fore he can grant a loan of over $500,000, it means that the Secretary of Agri- 
culture now has control over most of the money that REA lends. Last year, for 
example, something like 80 percent of RBA’s loan funds were granted in loans 
over $500,000. Secondly, because of this policy, the Secretary of Agriculture, 
a Cabinet officer and a partisan politician, has it in his power to sharply curtail 
or even put an end to the generation and transmission loan program. All of 
these loans are in excess of $500,000. 

I believe that this new policy will hurt co-ops regardless of which party is 
in office. It can mean an end to the right of co-ops to funds to build their own 
generation and transmission systems should power company suppliers decide to 
raise their prices. The ability of co-ops to secure G. and T. loans is the only 
effective bargaining power they possess when it comes to wholesale rates. 
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The entire history of cooperative-power company bargaining in Illinois has 
proved over and over again the vital necessity of co-ops being able to get loans 
for G. and T. In the early years, for instance, Illinois power companies de- 
manded as much as 2 cents per kilowatt-hour for their wholesale electricity. 
To give you an idea of what an exorbitant rate that was, I just mention in 
passing that most of the Illinois co-ops retail their electricity today for less than 
2 cents per kilowatt-hour in the lower brackets, usually after the first 200 
kilowatt-hours. 

When one Illinois co-op refused to pay this unfair rate and decided instead 
to build its own generating plant, the power companies then realized they could 
no longer take unfair advantage of the other electric co-ops in the State. As 
a result, wholesale rates came down. Of course, the reason they did was be- 
cause the power companies were afraid that other co-ops would build their own 
generating plant, too. In those early days, however, our Illinois co-ops were 
just struggling to get started and were not as experienced in the operations of 
the electric business or were not as closely organized on a State level as they 
became later on. 

In 1949, when the co-ops in the State found they could save themselves hun- 
dreds of thousands of dollars a year by building a statewide generating and 
transmission system, the power companies reduced their wholesale rates to a 
new low. 

While, with one exception, the co-ops in Illinois have never availed them- 
selves of generation and transmission loans, the fact that they always could 
have has kept wholesale rates reasonable and has saved the farmers of Illinois 
millions of dollars. 

Because Illinois co-ops knew, from firsthand experience, the essential nature 
of generation and transmission loans to their survival, they are, naturally, 
worried over the new REA policy. I doubt very much that this new REA 
policy will help Ilinois co-ops at the bargaining table, when they sit down to 
talk wholesale rates with their private power company suppliers. 

I don’t think that the destinies of electric cooperatives should be controlled 
by a Cabinet officer, regardless of his party. The Secretary of Agriculture, by 
the very nature of his position, must often put politics foremost in decisions 
he makes. 

Electrie co-ops are fortunate at present to have an REA Administrator of 
great courage and integrity. But, under the new REA policy, he can no longer 
exercise the full powers of his office on a strictly nonpartisan basis, as Congress 
intended that he should. It is not likely that, under such a policy, any Ad- 
ministrator could remain in office long if he decides to approve loans which 
the Secretary of Agriculture, or his aids, advise against approving. 

Under this new policy, the Secretary of Agriculture assumes the authority 
over loans that the REA Act reserves for the Administrator of the agency. This 
means, therefore, that the Secretary of Agriculture becomes the real boss of 
REA. The REA Administrator will either have to take orders from a Cabinet 
officer or resign. And it is impossible to conceive that the nonpartisan status 
of REA can be successfully maintained under such conditions. 

I do not intend to get into any argument with Mr. Benson over the meaning 
of words. This policy would worry me, whoever the Secretary of Agriculture 
might be, because it is a policy that threatens to destroy the nonpartisan, non- 
political status of REA, which has, in such a large measure, contributed to its 
success and earned for REA the enthusiastic, bipartisan support of Congress. 

Co-ops don’t want REA subjected to politics. I don’t think Congress wants 
that either. In my opinion, it would wreck the REA program, and, as a conse- 
quence, would jeopardize the investment of the millions of dollars that the Gov- 
ernment has loaned to rural-electric systems. 

I ask you Congressmen to do everything in your power to restore the full powers 
of administering the REA Act to the REA Administrator. I sincerely believe 
that, unless you do this, this great agency cannot help but become a political 
football. I hope Congress will pass this S. 2990 bill in this session of Congress 
to restore full authority to the REA Administrator, the same authority he had 
before the Reorganization Act of 1953. 
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STATEMENT oF C. M. RaMSAY, ASSISTANT MANAGER AND ENGINEER, BUCKEYE RURAL 
© COOPERATIVE, INC. 


Our cooperative supports the Humphrey-Price bill to return the control of the 
Rural Hlectrification Administration to the Administrator. 

The Buckeye Rural Hlectric Cooperative, Inc., is located in southern Ohio, 
among the hills, where agricultural operations are confined to small hill farms 
and where the income per family is necessarily small. During the late thirties, 
very little had been done to electrify the rural areas by the private power com- 
panies who, when approached by the organizers of the Buckeye Rural Electric 
Cooperative, flatly stated that they were not interested in attempting to expand 
into these areas, due to the low income of the farms and the cost of new plant 
required. With this flat rejection by the private power companies, the organizers 
of the Buckeye Rural Electric Cooperative, with Rural Electrification Admin- 
istration assistance, began to build lines to serve the rural areas. Even then, 
it was necessary to depend on strong Rural Electrification Administration back- 
ing and a generation loan to break the resistance of the power companies to get 
wholesale power at a price which could be accepted. 

By the start of World War II, the cooperative had energized and working a total 
of approximately 337 miles of line and plans for many more which were held 
dormant until the end of the war, at which time construction again was begun. 
But, during the dormant years, the private power companies had a change of heart 
and an opportunity to examine the records of the cooperatives and map the remain- 
ing territory. As soon as material was again available, they began a program of 
installing spite lines in the areas of the cooperative which had the greatest density 
and promise, in an effort to block further expansion. 

Here, again, with the support of a strong Rural Electrification Administration, 
the cooperative was able to fight back and, by the use of portable motor-generator 
sets, combat the private power companies’ attempt to wreck the feasibility of 
the cooperative. The cooperative was forced to enter a suit in the Utilities Com- 
mission of the State of Ohio where they, with the support of the farm members of 
that area, were successful in receiving a favorable ruling against the offending 
utility and a later out-of-court settlement for damages done by the spite-line 
activities. These hearings brought out the fact that the utility had deliberately 
appropriated the construction sites staked by the cooperative, removed coopera- 
tive’s conductor, violated the National Electric Safety Code and Ohio Order No. 72, 
lied to the farmers, and, in effect, ignored the rights of others. 

Without a restraining force such as the Rural Electrification Administration 
provides, these conditions will again reappear and jeopardize the cooperatives, 
which, in turn, will weaken the cooperative’s ability to honor its loan. 

Experience has shown that the attitude of private power companies in their 
dealings with the.cooperatives is influenced by the fortunes of the Rural Electrifi- 
eation Administration, and it is apparent that, if it is known that the money and 
advice are available when needed, contract negotiations became much easier and 
the resulting prices much more favorable to the cooperatives. 

Under existing conditions, decisions which are not derived from sound, long- 
term planning are forced on the cooperatives through lack of adequate loans. 

If we are to continue to give unlimited service to the total area for a reasonable 
price, we must have assurance that the Rural Electrification Administration Act 
will be administered fairly and as spelled out, not as interpreted by individuals 
who would see us strangled with redtape. 

Today, the Buckeye Rural Electric Cooperative operates 2,020 miles of line to 
7,410 members in 9 counties of southeastern Ohio; no farm within the service area 
of the cooperative has been refused the benefit of central power, regardless of the 
distance or cost of building; this program has brought electricity to those who 
requested it, but it has been a costly program. Our average cost of serving a 
member has risen to $655, and the present farm picture has darkened the record 
further by loss of members where service had been provided and is now standing 
idle. A recent check revealed that 1 township of Gallia County had 20 percent 
idle services. 

Currently, the annual interest paid by the cooperative amounts to approxi- 
mately $79,000. This will eventually reach a peak of $94,000. 

Net annual income currently is $33,400 or a return of seven-tenths of 1 percent. 

From these figures, it should be evident that the cooperatives such as the 
Buckeye Rural Electric Cooperative who are doing the job of providing adequate 
service to a total area will be fatally damaged by any of the proposed changes 
advocated by those unfriendly to our cause, such as increased interest rates, 
inadequate loans or deliberate slowdowns of administrative decisions. 
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Our purpose, we believe, is to provide adequate service at a fair rate, includ- 
ing those areas which have been avoided by private power companies solely 
because they were considered submarginal. We feel that we have an equal 
right to serve all of the electrical needs in our service area in order to offset 
those which are below average, since it has been our efforts that have improved 
the living conditions within the area and influenced more attractive loads to 
locate. 

We have held the line in reselling our product and now operate with the 
same rate schedule adopted at the time the first member received electricity while 
private power, gas, and telephone have been increased as much as 33 percent in 
the same area. We feel we can continue to do the job without increasing our 
rates as long as we are assured that the Rural Electrification Administration 
will administer the program as Congress intended it. 





STATEMENT OF JULIUS ANDERSON, PRESIDENT, BoArp or DrrRecrors, SHEYENNE 
VALLEY ELEctTRIC COOPERATIVE, FINLEY, N. DAK. 


My name is Julius Anderson and I farm near Hamar, N. Dak. I am a director 
of the Sheyenne Valley Electric Cooperative, which has its headquarters at Fin- 
ley, N. Dak. Our cooperative serves approximately 2,500 farmers in east central 
North Dakota. I am appearing both as a director for the Sheyenne Valley 
Electric Cooperative and as a farmer who is interested in the welfare of the 
rural electrification program. Thus I appear in support of Senate bill 2990. 

To us REA is one of the most important of Government agencies. Without 
their counsel and low-cost loans, our electric rates would have to be raised again. 
And, furthermore, we don’t believe that the present economic position of the 
farmer would stand an increase in power rates. 

I would like to add here that our board is so concerned over the passage of 
this bill that the directors insisted Mr. Huso and I attend this hearing: in 
spite of the fact that our annual meeting will be held while we are here in 
Washington and our vice chairman will have to act in my place. 

I just mentioned rates and the fact that rates are intimately tied in with the 
cost of money, and in that connection I have a little story to tell, which I hope will 
demonstrate to you how badly we need to have REA in a position to really serve 
the farmer. 

Back in 1953 the Sheyenne Valley Cooperative was operating in the red and 
the prospect was that we would be doing so for many more years unless some- 
thing were done. This was a problem, not only for us as directors, but for our 
people who needed electric service out on the farm. Together with experts 
from REA we went over our whole system of rates and decided that we would 
change from the system we were using to a new system which would help the 
farmer make better use of electric power. Up until the change, we had a 
standard rate schedule which charged 10 cents per kilowatt-hour for the first 
50 kilowatt-hours, 6 cents per kilowatt-hour for the next 50, 3 cents for the next 
900 kilowatt-hours and all over 1,000 kilowatt-hours at 24% cents. 

Working with our own people and with REA, we developed a new system of 
rates. We reasoned that it costs us so much money to serve a farm regardless 
of how much or how little electricity that farm used. Therefore, we decided, 
after looking at our records, that we would make a basic service charge of 
$7.50 per month, to cover fixed costs and for which the consumer would get no 
electricity. However, instead of paying different rates for different blocks. of 
kilowatts, we changed that so the farmer now pays a straight 2.cents. per kile- 
watt-hour regardless of how much or how little he uses. Today our farmers 
are among the top users of electricity in our State and they are very enthusi- 
astic about electricity and its cost to them in terms of work done. 

Now the point I want to make is this: We need instant help from REA when 
new ideas like this come up. We are convinced that this new rate structure 
has meant that our farmers are using more electricity and fewer man-hours in 
their farmwork. 

Therefore we want to urge the passage of the Humphrey bill to assure all of 
our farm people of a continuing strong rural electrification program. 

Thanks kindly. 
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STATEMENT OF Hertur Hvuso, MEMBER, Boarp oF Directors, SHEYENNE VALLEY 
ELectTrIc CooPpERATIVE, INC., FINLEY, N. Dak. 


My name is Herluf Huso and I am from Aneta, N. Dak. I am appearing as a 
director of the Sheyenne Valley Electric Cooperative and as a farmer and on 
behalf of my neighbors and friends in the Aneta community. My cooperative 
and my neighbors have asked me to appear in support of Senate bill 2990, be- 
cause we think that we need to restore the Rural Electrification Administra- 
tion to a position of independence. 

I left home to come down here and appear before you gentlemen even though 
I have not yet seeded my flax crop and the reason that I did this was because 
I personally believe that we must have an independent REA and the things 
that it means to our rural electric cooperatives and to our people. 

My colleagues have introduced testimony covering many facets of evidence 
why the passage of this bill is so important to the economics of our country as 
well as just the welfare of rural electrification. Now, because food is such 
an important part of our life, I should like to dwell briefly on that facet in 
urging the passage of the Humphrey bill. You may ask, “How does the need 
for food tie in with this bill?” Here is the way I see it. 

The area I come from is noted for raising grain and cattle—both of which are 
basic foods, so I am interested in just what this food means for our Nation. I 
am sure that you will have to agree with me that food is such a vital thing 
that without it we would have no civilization as we know it today. It is only 
because we have plentiful food that we are able to free part of our population 
to do other things including work in the arts and sciences and in government. 

I call your attention to these figures taken from page 15 of Agricultural Outlook 
Charts, for 1957, a publication of the Department of Agriculture. See exhibits A 
and B. 

We see that in 1850 each farmworker supported himself and about 4 other 
people. This meant that most of our Nation was engaged in growing food. By 
1900 each farmworker was supporting about 7 people—not much of a gain in 50 
years. However, when we come to 1940 we see that each farmworker was 
supporting 11 people, which is quite a sizable gain. 

The 1940’s were the years in which most rural electric systems in our area 
were built and I think that their effect on the production of food and fiber was 
dramatic. 

In 1950 the number of people supported by each farmworker had risen from 11 
to 15, and by 1957, each farmworker was producing enough food and fiber to 
support 19 other people. It is my personal belief that this enormous increase in 
the past 15 years is due in a great measure to rural electrification. 

Therefore, I feel that we must continue to have a strong, independent Rural 
Plectrification Administrator to encourage and nurture this continued use of elec- 
tricity on the farm to keep our farm production up. 

Since I think we must all agree that our civilization is founded on the rock 
of plenty of food and fiber for all, I think it is the duty of the Government, 
working through REA, to see that the American farmer has all he needs in the 
way of plentiful, low-cost power. Anything which would tend to limit the amount 
or raise the cost of farm power would, in my view, work as a deterrent to the 
continued increase in farm production that we need to assure plenty to eat and 
wear for the many people we will have added to our population in the years to 
come. 

I want to thank you for the opportunity to appear before this Subcommittee on 
Reorganization of Government Operations. REA has meant much to us in North 
Dakota and we would like to be assured that the REA Administrator will be in 
position to help us with our future loan requirements for power. 
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ExHisit A 


Farmers’ Productivity Continues To Rise 


Output per man-hour of farm labor has about doubled 
since 1940, This increase in productivity has resulted both 
from greater output and from fewer man-hours of work. 
Production per acre of cropland and per unit of breeding 
livestock has also gone up, but less rapidly. In 1956, 
production of crops is almost 25 percent above 1940 with 
only a 2 percent increase in acreage of cropland. And 
about two-fifths more livestock and products are being 
obtained with only 10 percent more units of breeding live- 
stock. 

The average farm worker now produces enough food, 
fiber and tobacco for himself and 19 others. The number 
of consumers ‘‘supported”® by a farm worker has risen 
markedly during the last decade and a half owing to the 
tremendous upsurge in farm technology and the increasing 
contribution of nonfarm workers to farm production. 
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ExuIsBIt B 
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STATEMENT OF J. RILEY FULMER, JR., GENERAL MANAGER, CLEARFIELD ELECTRIC 
COOPERATIVE, INC. 


Mr. Chairman and committee members, I am J. Riley Fulmer, Jr., general 
manager of the Clearfield Electric Cooperative, Inc., Clearfield, Pa., chairman of 
the committee on public relations and power use of the Pennsylvania Rural 
Electric Association, comprising the 13 rural electric cooperatives of Pennsyl- 
vania, and, in addition, hold numerous county and statewide posts in professional 
and civic associations. 

In presenting this testimony, I am representing, primarily, our own local 
cooperative and am speaking for the board of directors of same in support of 
this bill. 

Our cooperative has approximately 4,100 members, and serves Clearfield and 
Centre Counties plus portions of those counties surrounding Clearfield County. 
This area covers the central Pennsylvania soft-coal fields in addition to the 
usual farm and rural areas. Of the 4,100 members, approximately 1,530 are 
rural residences, 1,620 are farms, 600 are seasonal cottages, 90 are schools and 
public buildings, 200 are commercials and industrials of 25 kilovolt-amperes or 
less, 8 are commercials and industrials of over 25 kilovolt-amperes, with the 
balance being in miscellaneous classifications. 

It is believed that the above breakdown is important, since it points up the 
fact that the past and future needs of the Rural Electrification Administration 
program lie not only with farms but with rural residences and small businesses. 
Of the above breakdowns, it is evident that 2,570 members (63 percent of the 
total) are those who do not operate farms but are just as dependent on electric 
power at prices they can afford as the farmers. Of the small industries and 
commercial members, numbering approximately 208, there are service stations, 
concrete-block plants, many coal mines, loading docks, cleaning plants, retail 
stores, airports, processing plants, radio stations, CAA beacons and range sta- 
tions, clay and limestone mining, and many more which, because of our lines being 
in the remote areas, makes their existence not only possible but encourages their 
growth and well-being as a part of our American economy. Every day more such 
small businesses are asking for our services, which not only improves our economy 
but, also, opens new areas for development which otherwise might forever remain 
undeveloped or underdeveloped. 

Rural housing is on the increase, not only in our area but all over the country. 
Because of the rural electric cooperatives’ policy of area coverage and their 
covenant with the Government that they will assure this area coverage with those 
funds loaned to them at an interest rate that will make such coverage possible, 
the economy has been helped beyond all comprehension. It is hard to measure 
the great help our cooperative has provided to maintain and increase our area’s 
economy, as we are in a marginal area both economically and employmentwise. 
Had it not been for the foresightedness of the Congress in providing the Rural 
Electrification Administration and the sheer courage and determination of the 
pioneers of Clearfield Electric, our area might be in much poorer condition than 
it now finds itself. 

Now all of the above is presented to acquaint you with the following facts: 
First, the rural electric cooperatives are important to the economy of America; 
second, the rural electric cooperatives are important not only to the farmer 
but, also, to the rural dwellers, small commercial and small industrial users; 
third, the area-Ccoverage covenant between the Government, with low-cost loans, 
and the rural electric members all over America has made possible the opening 
of areas to housing and business that would have been, otherwise, impractical to 
develop. 

The logical conclusion to be reached, therefore, is that the Rural Electrification 
Administration program has been one of the finer, if not the best, farm and 
rural programs ever formulated and carried out. In addition, it has encouraged 
small business and opened new areas for not only business but, also, for those 
who would like to build their homes in rural areas. 

The Rural Electrification Administration has its beginning as an independent 
agency headed by an impartial Administrator. This was wisely done, since the 
program was one of dealing with loans on a businesslike basis, loans where feas- 
ibility was paramount over political implications or whims. For 23 years, this 
program has grown in a successful manner to serve the best interests of all the 
citizens. However, the reorganization plan of 1953 was put into effect, which 
now has demonstrated that, for the first time since its beginning, the rural electric 
program is in real danger from the power trusts who would like to destroy it. 
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For the most part, the Reorganization Act of 1953 aided those who would destroy 
the program by removing the authority over the program from the impartial 
Administrator and placing it in the hands of the politically appointed Secretary 
of Agriculture. This move is bad, regardless of who the Secretary might be or 
to what party he belongs, as the Rural Electrification Administration now becomes 
a potential or actual, as the case may be, political football, laying the groundwork 
for its eventual demise over lost confidence by the rural people as well as those 
in the cities who also benefit by improved economy. 

It is believed that the effort to destroy or hamstring the program is clearly 
demonstrated in the efforts to increase rates when the Government has actually 
made a profit over the years plus the efforts to throw the cooperatives into the 
open money market at triple interest rates. Both of these efforts would be a 
direct violation of the covenant of low interest rates and area-coverage agree- 
ments and would not only destroy, in most cases, but would completely stifle 
future developments of rural electrics. I will not deal on this point at length, 
as many pages of information have been sent to Members of Congress in sup- 
port of the rural electric cooperatives’ position in this matter. It has, apparently, 
fallen on sympathetic ears as the reports back from the Members of Congress 
have been greatly favorable to the cooperatives. I believe that the most interest- 
ing point these efforts bring out is that, when handling of such a businesslike 
program is removed from imparial administration, it does not lead to improve- 
ment but only to impairment. 

Our cooperative has recently filed a loan application with the Rural Hlectrifica- 
tion Administration in an amount in excess. of $500,000 for new-members ex- 
tensions, increasing the capacity of some present members, and for system im- 
provements dictated by the increased usage of present members in putting elec- 
tricity to work for themselves. We can see that this application should be given 
close scrutiny for need, feasibility, and businesslike qualities by an impartial Ad- 
ministrator. However, we do not see the need or justification for having it 
reviewed by a political appointee, or someone designated by a political appointee, 
for which the only motive left would be to see if, politically, it can pass the test, 
assuming it has passed the test for soundness of loan by the impartial Adminis- 
trator. 

We can see great need for restoring to the Rural Electric Administration the 
independent status and impartial administration that prevailed in the majority 
of its existence and give full support to this bill which so restores this status. 
Then, once again, this great program which has had the confidence of not just 
the rural and farm people but, also, the great majority of Americans, will con- 
tinue to justify that confidence. 

I would like to thank you, on behalf of the board of directors of our cooperative 
and myself, for the opportunity of submitting this testimony, and ask that you 
give it your urgent, favorable consideration. 





STATEMENT oF Henry W. BLALock, Sr., CONSULTANT TO CENTRAL Eiectric PowEr 
COOPERATIVE, JEFFERSON Crry, Mo., N. W. Evectric Power Cooperative, INC., 
CAMERON Mo., WESTERN FARMERS ELEcTRIC COOPERATIVE, ANADARKO, OKLA. 


Mr. Chairman and members of the committee, my name is Henry W. Blalock, 
Sr. I appear on behalf of Central Electric Power Cooperative, Jefferson City, 
Mo.; N. W. Electric Power Cooperative, Cameron, Mo.; and Western Farmers 
Electric Cooperative, Anadarko, Okla., to support S. 2990, which is being con- 
sidered by you today. I have been employed by these three generation and 
transmission (G. and T.) cooperatives as a consultant since May 1954. 

Mr. Chairman, the objective of my testimony today is to show (1) that these 
three G. & T. cooperatives were necessary and will continue to be necessary to 
provide an adequate supply of power at reasonable rates in their respective service 
areas; (2) that the history of the development of these G. and T.’s prove the 
necessity of having the Administrator of REA free to exercise his best judgment 
without interference and outside influence with respect to them; (3) that the 
G. and T. program has been a great aid to cooperatives all over the country in 
securing improved wholesale power contracts at lower rates from commercial 
power companies; (4) that the Administrator of REA must be free of outside 
interference and influence in dealing with G. and T. groups if this wholesome 
influence on contract and rate negotiation between cooperatives and commercial 
power companies is to continue; (5) that the G. and T. program is the primary 
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target for attack by those who seek to control the rural electric program ; (6) that 
control of the Administrator and his loan program to G. and T.’s would cripple 
the whole REA program. 

The 3 G. and T.’s I represent here today have borrowed $84,379,000 from RBA 
with which they have constructed 3 steam generating plants with a combined 
installation of 85,000 kilowatts now in operation and 88,000 kilowatts under 
construction; combined they have 2,459 miles of transmission lines operating 
and 668 additional miles of transmission lines under construction. Altogether 
they serve 24 distribution cooperatives with 3 more distribution cooperatives to 
be added soon. Their member cooperatives serve over 110,000 farm families. 
These 3 G. and T. cooperatives, during 1956, sold over 1,046 million kilowatt- 
hours of electricity and. had a gross revenue for that year of $8,229,576. Their 
atts rate per kilowatt-hour was 7.87 mills. Their combined net margin was 
$761,856. 

I give you these facts to show the magnitude of these undertakings and the 
necessity for freedom of the Administrator of REA and his staff to determine 
the economic feasibility of them. With millions of dollars loaned and over 
110,000 farm families depending upon them for dependable, low-cost electric 

| service, there should be no place for outside interference and influence. 

Back 20 years ago when the farmers in Missouri and western Oklahoma first 
planned the development of these G. and TT. systems there existed an electric 
power desert out there. In Missouri the two great metropolitan areas of St. 
Louis and Kansas City were adequately served but the remainder of the State 
generally had to depend on small municipal plants and small commercial com- 
panies. There were no large transmission lines capable of hauling large amounts 
of power to markets. The only way the great heartland of Missouri could get 
power in adequate amounts at anything like a reasonable rate was to urge the 
Federal Government to develop the water power of the region and for REA to 
loan funds to the farmer-owned G. and T. systems to build the lines to haul the 
power and to build steam generating plants to back up this hydropower. The 
same was true in western Oklahoma. The profitmaking electric companies had 
neglected the rural areas of eastern Oklahoma and almost all of western Okla- 
homa, presumably on the ground that no profits in the electric business could be 
made there. 

The result was that the Federal Government developed the water power re- 
sources of the region and then entered into a contractual partnership with the 
several farmer-owned G. and T. systems to integrate their combined facilities 
for an adequate low-cost power supply for the area. Both the Government and 
the G. and T.’s would benefit from the teamwork arrangement. Both seemed 
satisfied with the contractual agreements. The G. and T.’s went forward to 
meet their commitments under the contracts by constructing transmission 
lines and generating plants agreed upon. 

Then something happened before the properties were completed and put into 
operation. Heavy pressure by those who felt they would be hurt by these 
developments was exerted upon the Congress, the REA, and the Department of 
the Interior. The contracts were under attack from all sides and Government 
officials were desperately trying to get out from under their obligations under 
the contracts and persuade the G. and T’s to enter into a substitute partnership 
arrangement with the commercial power companies in the area. 

The Administrator of REA was under heavy pressure. He remained aloof 
from participating in negotiations for a new partnership arrangement in which 
the commercial power companies sought to. replace the Government in the con- 
tract and assume a dominant position over the G. and T.’s. He let it be known, 
however, that upon request by i and T.’s he and his staff would assist the 
G. and T.’s in negotiations. Such®request was made and the Administrator and 
his staff assisted the G. and T.’s in the negotiations and encouraged the con- 
summation of a contract. 

Here is a striking example of yielding to outside pressures and influences that 
almost upset a carefully studied and evaluated plan of development for a make- 
shift one that was not in the public interest. 

All of us know the finale to this story. The G. and T.’s refused to capitulate 
by accepting the offers of the companies and requested the Congress to reinstate 
their old contracts with Interior, which was done, and the nightmare of this 
unhappy episode was history. 

Mr. Chairman, it has been and still is my privilege to assist cooperatives all 
over the Nation in the negotiation of wholesale power contracts. Outside of the 
availability of Federal power, the greatest single aid in getting a good contract 
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at reasonable rates is the G. and T. power program. The fact of the possibility 
of a G. and T. developing if the negotiations break down is always a factor to 
be considered by the wholesale power supplier. In case after case the wholesale 
power supplier has granted greatly reduced rates and otherwise improved the 
contract provisions with the cooperatives it serves in order to prevent a G. and 
T. from getting started in its service area. In a merger proceeding before the 
Securities and Exchange Commission (SEC) a holding company official stated 
that the electric cooperatives served by the company to be merged had pressed 
for substantial rate reductions and took steps to build a G. and T. system. This 
official stated “* * * experience elsewhere in the country demonstrated how 
serious a threat such co-ops are to taxpaying, nonsubsidized, privately owned 
utilities.” The result was that the company gave the cooperatives a substantial 
rate reduction in order to prevent the development of a G. and T. in its backyard. 
This experience has been duplicated many times all over the country. 

I find one of the most difficult situations is to negotiate a new contract where 
the old contract was negotiated to prevent a G. and T. from developing and 
during the life of the old contract the enthusiasm for a G. and T. has been 
extinguished, the G. and T. organization has disintegrated, and the company 
now feels safe and secure from the threat of a G. and T. Sometimes the 
only way to get the wholesale supplier to be reasonable in the negotiations is 
to start a G. and T. organization again. 

If the Administrator of REA is roped off from making a free and independent 
decision with respect to G. and T. applications, this one remaining effective tool 
the cooperatives have to obtain reasonable wholesale contracts will be gone. If 
wholesale power suppliers to cooperatives know that they can pull wires to stop 
any G. and T. from getting off dead center, they will be left in a strong mo- 
nopolistic position to put the rate and contract squeeze on the cooperatives. 

Mr. Chairman, I don’t suppose it is any secret or unknown to everyone present 
that the G. and T.’s are the primary target for attack by those seeking to 
eontrol the rural electric program. The point is that he who controls the power 
supply is in a dominant position in the industry. Little is to be feared com- 
petitively from a distribution-type cooperative with low-voltage lines, especially 
where the cooperative must purchase its power from a wholesale supplier. This 
is true because the wholesale supplier can set the wholesale price and the con- 
ditions under which the cooperative might resell the power. If the wholesaler 
wants to keep the distribution cooperative “rural” he can write in the wholesale 
purchase contract that the wholesale power is available to the cooperative for 
resale to farms or those associated with agriculture. If the wholesaler wants 
all the large commercial and industrial load for himself, then he makes power 
available to the cooperative only for small loads. So the wholesale supplier 
has little worry about the competition a distribution cooperative can give. But 
the situation becomes vastly different when a G. and T. is formed and the dis- 
tribution cooperatives are freed from the controls exercised by the wholesale 
supplier. Is it any wonder then that the way to control competition is to pre- 
vent G. and T.’s from organizing or growing if already in existence? 

The quickest way to eliminate the G. and T. is to make the Administrator of 
REA a figurehead to be a rubber stamp for decisions made by someone else 
who may be subject to outside pressures. 

Mr. Chairman, in the light of my testimony, I sincerely hope that your com- 
mittee will favorably report this bill to Senate for enactment into law. 


AMEND REORGANIZATION PLAN NO. 2 OF 1953 





STATEMENT OF ANGUS McDoNALD, CooRDINATOR, DIVISION OF LEGISLATIVE SERVICES 
of NATIONAL FARMERS UNION IN Support or S. 2990 anp H. R. 11762 


Mr. Chairman and members of the committee, I am appearing here in support 
of S. 2990 and H. R. 11762, which would restore the independence and authority 
which resided in the Rural Electrification Administrator before Reorganization 
Plan No. 2 was approved in 1953. This position is not inconsistent with the 
position taken by my organization when Reorganization Plan No. 2 was under 
consideration. 

I call attention to the testimony of Paul Opsahl before this committee on 
May 12, 1953. At that time Mr. Opsahl appeared in support of Senator Russell’s 
Resolution 100, which, if enacted, would have nullified the proposal of the Sec- 
retary of Agriculture to reorganize the Department of Agriculture. Mr. Opsahl 
as well as other members of the National Farmers Union were apprehensive of 
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the Secretary’s proposal. Mr. Opsahl told the committee that “we are greatly 
concerned by some of the moves that have already been made in the organization 
of the Department of Agriculture.” He further stated that “I am not well 
impressed by the performance of the Secretary of Agriculture. * * * We are 
very .much interested in our farm, programs. We do not. want to see them 
weakened, and we do not like to see it come into being that one man shall 
have the exclusive authority to add or detract without the consent of Con- 
gress.” 

Mr. Opsahl further suggested “that your committee will want to interrogate 
the Secretary of Agriculture carefully on this point to see in what manner he 
proposed to utilize the new positions assigned to his office by this reorganiza- 
tion plan.” 

I call further attention to the extensive and authoritative testimony of Sen- 
ator Russell, who appeared before this committee in opposition to the reorgani- 
zation proposal. Senator Russell said: 

“* * * This proposal, if it is adopted, will place the destiny of the American 
farmer in the hands of whoever happens to be the head of the Department of 
Agriculture from this time henceforward, if it is approved. There is not a 
member of this committee, and indeed there is not a Member of Congress, who 
has the slightest idea as to what will be done with the various functions of 
the Department under this plan. 

“Now, which one of the functions will be magnified and given greater power? 
Which one will be subordinated and in effect stifled or eliminated? 

“Those are questions of importance to the farmers of America, and we are 
entitled to a direct answer before we grant any such power as this * * *” 
(Hearings before the Subcommittee on Reorganization of the Committee on 
Government Operations, U. S. Senate, 83d Cong., Ist sess., on Reorganization 
Plan No. 2 of 1953 (Department of Agriculture) and S. Res. 100, disapproving 
Reorganization Plan No. 2 of 1953, May 12, 13, and 18, 1953, p. 25). 

“* * * But I submit that where the Congress has patiently and with great 
labor all over the years created these functions, we are entitled to know when 
one is to be abolished, when one is to be subordinated, or when one’s authority 
is to be enlarged to cover that of another function that was created by Con- 
gress,..*..*_* 

“* * * Tf we were to get a Secretary of Agriculture in the good year of 
1965, let us say, who proposed to abolish the Rural Electrification Administra- 
tion, I think the Congress ought to have a right to vote on that reorganiza- 
tion plan before they abolish it, or before they subordinate it or stifle it where 
it cannot operate. * * * 

“* * * Neither the Secretary of Agriculture nor the President nor the two 
of them combined, can create a function in the Department of Agriculture. 
They are created by the Congress. The Congress should know when they are 
to be abolished or when they are to be enlarged or when they are to be mini- 
mized or when they are to be subordinated or when they are to be extended” 
(ibid., p. 27). 

Senator Russell went on to say that the reorganization proposal was “a pig 
in a poke.” He said that the proposal was not a plan at all and that Congress 
by delegating legislative authority in regard to functions of the Department of 
Agriculture would, in effect, be violating the principle of the separation of powers 
in our Government. Senator Russell emphasized that if a detailed plan were 
submitted it would in all probability be accepted by the Congress, but he re- 
peatedly stated that he was opposed to blindly giving to the Secretary of Agri- 
culture unlimited authority without even a check by the President of the United 
States. He expressed fears that the Secretary of Agriculture or some future 
Secretary of Agriculture might in some way cripple or abolish important func- 
tions of the Rural Electrification Administration. He urged that the committee 
question Secretary Benson very carefully as to what his intentions were and in 
what manner he would make changes if any were made. 

Subsequent to testimony of Senator Russell and other authoritative wit- 
nesses, Secretary Benson appeared before this committee and was questioned in 
some detail. The reading of Secretary Benson’s testimony gives one the impres- 
sion that he would under no circumstances make any important changes without 
consulting appropriate Members of Congress and with all interested groups. 
The Secretary said : 

“* * * Recognizing the interest which the Congress has in the organization and 
administration of the Department of Agriculture, it would be my purpose, as 
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previously stated, to advise and consult with the appropriate committees of the 
Congress before any major organization changes are made. * * * 

“* * * We shall respect the right of the Congress to know what this Depart- 
ment is doing at any time. We shall remember that the Congress is not only 
interested in receiving reports of our stewardship; it is entitled to them—and in 
time to act upon them. To this end we shall welcome constant and full con- 
sultation with the Congress. * * *” (ibid., p. 153). 

The Secretary further stated : 

“* * * T feel that the Secretary, under this plan, is under definite obligation 
to consult with farmers, leaders of farm organizations, Members of the Congress, 
and other interested groups, and to serve notice of any plan he intends to put into 
operation before he takes such action, and get their views and their recommenda- 
tions. And I think that is a very real safeguard. * * *” (ibid., p. 163). 

We do not wish to burden the record unduly with excerpts from the Secretary’s 
testimony. It will suffice to say that he leaned over backward in attempting to 
convince this committee and apparently all others that he would never make any 
changes to disturb the Department of Agriculture, including Rural Electrification 
Administration without consultation with Congress, farm organizations, and 
any other interested groups or individuals. 

We have heard the testimony of Clyde Ellis to the effect that his organization 
which represents nearly all of the farmers who are enjoying the benefits of the 
rural electrification program sponsored by the Government that he was not 
consulted in any way in regard to the change and functions under consideration 
here. Neither, as far as I know, has an official or member of the National 
Farmers Union ever been consulted in regard to the change in functions. As 
far as we know the president of our national organization, nor any of his as- 
sistants, nor any of the officials or members of other organizations were ever 
consulted. 4 

I am referring to the change in functions, which it is alleged were made in 
the dark and behind closed doors. According to our information and according 
to material submitted by the National Rural Electric Cooperative Association, 
the Secretary secretly and without consultation outside of the Department took 
aw 7 the authority of the Rural Electrification Administrator to approve loans of 
over one-haif million dollars. Since in these days of giant power and vast power 
consumption, loans of over one-half million dollars comprise the bulk of all 
loans, the removal of this authority from the REA Administrator could be very 
serious. 

IT would like to mention briefly the nature of rural electrification and the 
problems entailed in bringing low-cost electric power to all our farmers. One 
of the high purposes of the Congress in passing the Rural Electrification Act 
was to bring to our farms what is termed “areawide coverage.’ According to 
Mr. Lawrence Pofamkin, who testified a few days ago before the House Com- 
mittee on Government Operations, the problem of gathering data and facts in 
order to ascertain whether or not a system bringing areawide coverage is eco- 
nomiecally feasible or not is a highly technical one, It requires extensive cost 
studies, projections of probable electric power consumption and expert estimates 
of future growth and costs. This requires, according to Mr. Potamkin, who served 
as chairman of the committee on loan approval for a number of years in the De- 
partment of Agriculture, not only experts in the Rural Electrification Administra- 
tion but an Administrator, who does nothing else but study and consider rural- 
electrification problems. It requires direct contact by the responsible authorities 
on both sides, in the Government and in the cooperatives. 

We feel that the success of the Rural Electrification Administration has been 
largely due to the fact that disinterested experts without any political axes 
to grind developed a loan program which has not only been sound financially and 
has actually yielded a profit to the Government over a period of years but which 
has increased the proportion of electrified farms from 10 to 94 percent. 

It is perhaps not irrevelant to refer to certain legislation and legislative pro- 
posals which have been made in regard to REA since. It is possible that removal 
of the Administrator’s functions may be part of a plan to destroy REA. I refer 
to the Capehart-Hiestand bills and other legislation which would raise the 
interest rate of REA considerably and thus make economically unfeasible loans 
in economically marginal areas and in areas where population is sparse. Over 
a period of 35 years anyone can see that raising the interest rate from 2 percent 
to say, 31% to 4% percent,.under the Capebart-Hiestand legislation would add 





| 
| 








AMEND REORGANIZATION PLAN NO. 2 OF 1953 301 


considerably to the amount of funds which the REA cooperatives must ultimately 
repay. 

An even more dangerous proposal is the so-called Wall-Street bill or the bill 
which was submitted to the House and Senate by Under Secretary True D. Morse. 
This bill which the administration suggested (in a press release January 13, 
1958) would constitute “an orderly transition from Government to private 
financing,” would, in our view, bring about the bankruptcy and ruin of many 
REA cooperatives. It would destroy what little authority the Administrator has 
left. It is significant that the Rural Electrification Administrator is not even 
mentioned in the bill. The following is a summary of an analysis made by the 
National Rural Electrification Association of this legislation : 

1. The proposal sets up an alleged revolving fund. But this revolving fund is 
not a fund, and it cannot revolve. Congress would still have to authorize money, 
as now, to keep this deceptive fund live. 

2. A so-called loan insurance scheme is set up, but you would still have to find 
the money you need ; your lender would get the insurance. 

3. The Secretary of Agriculture could subordinate your present mortgage in 
order to give your Wall Street lender a higher lien. 

4. The Secretary could sell your mortgage to your enemies. 

5. No leniency is provided—if you fall behind you would be foreclosed. 

6. No refinancing is provided—once you're on the hook, you’re stuck, even 
if refinancing might reduce your interest costs. 

7. Partial advances are out—you would pay full interest on your full loan 
right from the start. 

8. No procedure is set up for deciding who is to get 2-percent money, if any, 
or 6-percent Money. 

9. The REA Administrator is, in effect, abolished—he isn’t even mentioned in 
what would be the new parts of the law. 

10. The Secretary of Agriculture is the specified official, but by controlling 
financing and rates, the Secretary of the Treasury could still dominate all REA 
policies. 

This legislative proposal is of great significance because it has been endorsed 
by Secretary of Agriculture Benson and in all probability has been written by 
the same advisers who persuaded him to take away authority of the Adminis- 
trator to approve the expenditure of the bulk of all the money provided by the 
Congress for rural electrification. We feel that this bill could be used as a politi- 
cal weapon and as a weapon to coerce and punish any cooperator or any group 
who had been critical of the Benson policies. We feel very strongly that it is one 
of the most pernicious legislative proposals ever presented to the Congress. 

Finally we ask the committee, in considering this legislation to consider the 
record of the present Secretary in regard to promises made to consult with you, 
the members of my organization and with all interested groups. We believe 
that authority given to the Secretary to take over the functions of the Rural 
Electrification Administration would be dangerous and harmful in any adminis- 
tration and especially in this one, since, as we have pointed out, there seems to 
be a tendency for members of this administration to crack down on REA offi- 
cials sympathetic to rural electric cooperatives and to give favorable considera- 
tion to the damaging legislation alluded to above. 

We, therefore, urge this committee to approve Senator Humphrey's and Rep- 
resentative Price’s proposal to restore to the Rural Electrification Administra- 
tor full and complete authority which existed before 1953. 


NATIONAL TELEPHONE COOPERATIVE ASSOCIATION, 
Hondo, Tew., June 24, 1958. 
Senator Husert HuMPHREY, 
Chairman, Reorganization Subcommittee, Government Operations Com- 
mittee, Senate Office Building, Washington, D. C. 


DEAR SENATOR HUMPHREY: As the president of the National Telephone Co- 
operative Association representing telephone cooperative borrowers of the Rural 
Electrification Administration, I would like to express to your subcommittee our 
strong support of the Humphrey-Price bill which is designed to restore to the 
REA Administrator the powers he had prior to Secretary Benson’s 1953 reor- 
ganization. I am writing to you and indicating our support of this bill in ac- 
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cordance with a resolution passed at the 1958 annual meeting of the National 
Telephone Cooperative Association in Dallas, Tex., on February 1, 1958. A copy 
of this resolution is attached. 

It is respectfully requested that this letter, together with the resolution, be 
made a part of the hearing record. _ 

We believe that an REA Administrator free from the influence and domination 
of the Secretary of Agriculture is essential if the REA cooperative telephone pro- 
gram is to be adequately assisted in the extension and improvement of telephone 
service into rural America. 

The Rural Electrification Act of 1936 was amended on October 28, 1949, to 
authorize loans for the improvement and expansion of telephone service in rural 
areas. The latest statistics show approximately 44 percent of the farms still 
not served. We feel that the improvement and extension of telephone service can 
best be accomplished under the REA Act when the Administrator of REA has the 
sole and entire responsibility and authority for reviewing and making loans. 
It is also the feeling of the National Telephone Cooperative Association and its 
members that rural telephone cooperatives can make a tremendous contribution 
to telephone needs of the rural people if REA is free to push this program as it 
has in the past. 

The Senate Committee on Appropriations apparently felt the same way after 
it looked over the program’s progress earlier this year. The committee stated in 
its recent report : “The committee feels that the Rural BDlectrification Administra- 
tion has a responsibility for assisting and promoting rural telephone cooperatives 
where necessary to secure telephone service to farmers.” 

At times it has appeared that the Administration did not appreciate the poten- 
tial to be achieved through the cooperative telephone program. We believe that 
an Administrator appointed for a 10-year period, as specified in the act, and 
allowed to function without day-to-day political considerations, will administer 
the program more strictly on an economic, engineering, and survey basis. We 
believe that such a reversion to the former method of handling telephone loans 
will expedite the entire loan program. 

In February of this year, Under Secretary of Agriculture True D. Morse sub- 
mitted a bill to the Congress to amend the Rural Electrification Act to encourage 
private participation in financing the loan programs. The amendments pro- 
posed were Title III: Revolving Fund and Title IV: Insured Loans. In his 
covering letter to the Speaker of the House of Representatives, Mr. Morse said 
that “when the Congress authorized this rural electrification program about 22 
years ago the purpose was to bring central station service to rural areas. Such 
service is now available in most all rural areas.” He then says that “95 percent 
of the farms now have central station electric service.” He does not say, how- 
ever, that, in the 1949 amendment to the REA Act, Congress established the fol- 
lowing policy for telephone loans: “It is hereby declared to be the policy of the 
Congress that adequate telephone service be made generally available in rural 
areas through the improvement and expansion of existing telephone facilities and 
the construction and operation of such additional facilities as are required to 
assure the availability of adequate telephone service to the widest practicable 
number of rural users of such service” (Public Law 423, 81st Cong.). 

If the policies set forth in the Administration proposals to encourage private 
participation in financing the loan programs are enacted, it will kill the telephone 
cooperatives. Mr. Hamil and Mr. Scott both have testified that, should the in- 
creased rates be put into effect, the prime sufferers would be telephone coopera- 
tives in sparsely settled areas. Administrator Hamil used the word “impede” 
which means to stop in progress. The Administrator is in a position to know 
and we believe he was correct when he said increased interest rates would stop 
the progress of the rural telephone program. 

Yet Mr. Benson has insisted that REA shall not be singled out on this interest- 
rate question. He says it will apply to all Federal lending agencies. What dif- 
ference does that make? Whether REA is singled out or not will not help if the 
interest rate is increased. It will still mean the end of the telephone program. 

May I point out again that REA Administrator Hamil did not propose these 
interest-rate hikes. In fact, under questioning by Senator Symington, he re- 
fused to support the Administration proposals. 

The Secretary has praised the REA program and said in his prepared state- 
ment before the Executive and Legislative Reorganization Subcommittee of the 
House Committee on Government Operations that “REA is an example of the 
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Federal Government providing needed services which its rural citizens could 
not provide alone. It is traditional for the Federal Government to withdraw 
gradually from control and complete financing of such programs when such 
Federal support is no longer required.” With approximately 44 percent of the 
Nation’s farms still without telephones, we do not see how anyone could say 
Federal support is no longer required. 

Also in his statement, Benson said “it is REA policy to give equal treatment 
to all telephone applications regardless of type of organization, whether coop- 
erative, mutual, or commercial.” However, there were 596 telephone borrowers 
as of April 30, 1958. A breakdown will show that of the total number there are 
203 cooperatives and 393 commercial companies. This figures out that 34.1 
percent of the total were cooperatives and 65.9 percent were commercial, profit 
making companies. Of the total loans approved from January 1, 1957, to April 
30, 1958 ($108,360,766), only 22.8 percent went to the cooperatives while 77.2 
percent went to commerical companies. 

It is also interesting to note that as of December 31, 1956, there were 203 
cooperative borrowers. As of April 30, 1958, 16 months later, there are still only 
203 cooperative borrowers. Commercial borrowers had increased from 306 in 
December 1956, to 393 this past April, an increase of 87 borrowers. 

Since the Secretary of Agricuiture can have no information pertinent to de- 
cisions of the Rural Electrification Administration without a needless and waste- 
ful duplication of the REA or Department staff and since he is an official subject 
at all times to political pressures, the members of the National Telephone Coop- 
erative Association support the bill you have under consideration to the end 
that REA may be removed from the domination of the Secretary of Agricul- 
ture. The association feels that the entire responsibility should be replaced 
in the hands of the Administrator whose primary responsibility it is to admin- 
ister the program effectively and without political partisanship. 

Respectfully yours, 
Riecs SHEPPERD, President. 


NATIONAL TELEPHONE COOPERATIVE ASSOCIATION ANNUAL MEETING 1958 
RESOLUTION NO. 4 


From: Legislative committee 
Approved by : Resolutions committee 


Whereas it was the original intent of Congress that the Rural Electrification 
Act should be administered in such a way as to reduce partisan political influ- 
ences to the minimum ; and 

Whereas the Secretary of Agriculture is a political partisan subject at all times 
to political pressures ; and 

Whereas he or his appointees can have no information pertinent to decisions 
of the Rural Electrification Administration without a needless and wasteful 
duplication of the REA staff: Now, therefore, be it 

Resolved, That we give our enthusiastic support to S. 2990 introduced by 
Senator Humphrey and urge all of our friends in the Congress to support 
it to the end that REA may be reméved: from the political pressures of a parti- 
san Secretary of Agriculture. 


UNITED STATES SENATE, 
July 1, 1958. 
Hon. HuBERT HUMPHREY, 
Chairman, Subcommittee on Government Operations, 
United States Senate, Washington, D.C, 

Deak SENATOR HUMPHREY: Enclosed are resolutions which have been adopted 
by several REA cooperatives in North Dakota in support of S. 2990 and H. R. 
11762, I hope you will make these resolutions a part of the record of your 
hearings together with this letter. 

I am in full support of the objective of these two bills. It would seem te 
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me highly desirable that the Administrator of the Rural Electrification Ad- 
ministration retain the same jurisdiction in the making of loans and other 
programs effecting REA cooperatives as has been the case for many years. 
I sincerely hope that this legislation will be approved before Congress 
adjourns. 
With kindest personal regards, 
Sincerely, 
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MILTON R. Youna. 


VERENDRYE BELeEctTRIc Co-op, INc. 


RESOLUTION : REORGANIZATION PLAN NO. 2, UNITED STATES DEPARTMENT OF 
AGRICULTURE 


Whereas the current Secretary of Agriculture has violated the trust of the 
Congress in regard to the changes he has made in the structure and functioning 
of RHA; and 

Whereas REA can no longer function efficiently and effectively as a result 
of this action by the Secretary of Agriculture ; and 

Whereas this situation has been brought about by passage of Reorganization 
Plan No. 2 of 1953; and 

Whereas Senator Humphrey has introduced a bill (S. 2990) providing: “That 
Section 1 of Reorganization Plan No. 2 of 1953 shall not hereafter apply to 
the Administrator of the Rural Electrification Administration and there are 
hereby transferred to the Administrator of the Rural Electrification Administra- 
tion all functions by such reorganization plan”: Now, therefore, be it 

Resolwed, That we support 8. 2990 which would rectify the situation. 

We the members of the Verendrye Electric Co-op, Inc., assembled in regular 
annual meeting June 5, 1958, do hereby move its adoption. 

ARNOLD HAUGE, 
Chairman, Resolutions Committce. 


SHEYENNE VALLEY ELECTRIC COOPERATIVE’S 14TH ANNUAL MEETING AT RED WILLOW 
LAKE, JUNE 11, 1958 


RESOLUTION 


Subject: Membership resolution supporting Senate bill 2990 and House of Rep- 

resentatives bill 11762. 

We the membership of the Sheyenne Valley Electric Cooperative assembled 
at our annual meeting here at Red Willow Lake on the above date, do hereby 
resolve to support the above bills. 

Whereas our cooperative now serves about 2,293 rural members in the 3 
counties ; and 

Whereas we are familiar with the provisions of bills H. R. 11762, and 8. 2990, 
which pertain to restoring powers back to the Administrator of the Rural Elec- 
trification Administration : Now, therefore, be it 

Resolved, That we the membership in attendance at this annual meeting affix 
our signatures and recommend the passage of these bills through this resolution. 

Nore.—The signatures for this resolution numbering 240 were retained in the 
files of the subcommittee. 


SLoPE ELECTRIC COOPERATIVE OF NEW ENGLAND, N. Dak. 


RESOLUTION NO. 3: THE HISTORIC INDEPENDENCE OF THE REA ADMINISTRATOR 


Whereas the original REA Act provided that the appointment of an Adminis- 
trator of the program be a nonpartisan one, and that he serve independently of 
political pressures in the interest of the program; and 

Whereas with passage in 1953 of Reorganization Plan No. 2, the Secretary of 
Agriculture was given additional authority over the program although he assured 
the Congress that he would not exercise this authority to limit the authority 


.of the REA Administrator without prior notice to the proper committee of the 
Congress in advance of such action ; and 
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Whereas the Secretary of Agriculture last year did in fact limit seriously the 
power of the Administrator to make loans, without giving such prior notice to the 
proper committee : Now, therefore, be it 

Resolved That we strongly feel that the Secretary of Agriculture has violated 
the trust and confidence imposed in him by the Congress and the President and we 
therefore recommend that the Congress enact bill, 8S. 2990, or H. R. 11762, pro- 
viding, ‘“‘That section 1 of Reorganization Plan No. 2 of 1953 shall not hereafter 
apply to the Rural Electrification Administration, and there are hereby trans- 
ferred to the administration of the Rural Electrification Administration all func- 
tions which were transferred from the Administrator to the Secretary of Agricul- 
ture by such reorganization plan.” 


(The committee was adjourned at 5 p. m. subject to call of the 
Chair.) 


x 





